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TAX PROBLEMS OF SMALL BUSINESS 


MONDAY, SEPTEMBER 16, 1957 


Unirep States SENATE, 
Setect CoMMirree or SMALL Bustness, 
Phoenia, Ariz. 

The committee met, pursuant to notice, at 10 a. m., in the chamber 
of the House of Representatives of the State house of Arizona, Sen- 
ator Hubert H. Humphrey presiding. 

Present: Senators Humphrey, Goldwater, and Kuchel. 

Also present: Walter B. Stults, staff director; William J. Erick- 
son, counsel; and Herbert J. Waters, administrative assistant to Sen- 
ator Humphrey 

Senator Humpurey. The hour is 10 o’clock, and this is the hour 
that the hearings are to open. We are going to try to set a good ex- 
ample for promptness and to keep ourselves on schedule, 

This morning, as you all know, we have here with us to my left, 
and to your right, the junior Senator from your State, our esteemed 
colleague, Barry Goldwater. And to my right and to your left is the 
junior Senator from California, Thomas Kuchel. 

I say this in all seriousness, and yet in good humor: Both of these 
gentlemen are kind enough and sufficiently generous to be good friends. 
On occasion, we disagree politically, but we have never let this inter- 
rupt fellowship. And I am delighted as a Democrat and as a Senator 
to be with these two esteemed Senators and Republicans. And that 
is about the only partisan note that will be made in this meeting, 
because we have a bipartisan committee, and we intend to conduct 
these hearings along this line. 

I am very pleased to acknowledge in this room the presence of 
the majority leader of the Arizona House of Re epresentatives, Dick 
Adams, who was kind enough to come up and say, “Hello.” I suppose 
he wanted to be sure we would treat these facilities with care and con- 
sideration. 

Also, Gov. Ernest MacFarland was gracious enough to come in 
and pay his respects, and to greet us. 

I am privileged also—and I am sure Senator Goldwater will per- 
mit me this privilege—to convey the good wishes and greetings to all 
from Senator Carl Hayden, the gentlemen whom we admire, respect, 
and hold in the deepest affection. Arizona has been mighty kind to 
the United States to make it possible to have Senator Hayden with 
us in the Congress. 

Weare very happy to be in Phoenix this morning. It is a beautiful 
city, and one that I notice is being made all the more wonderful 
by the constant migration of Minnesotans to this area. We are happy 
that they are happy. And we hope that after they have been here a 
while that they will still return to Minnesota. 

97385—57—pt. 1—_—-2 I 
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TAX PROBLEMS OF SMALL BUSINESS 





We are here to begin a series of hearings to be held across the Na- 
tion in connection with the Senate Small Business Committee study 
of the impact of Federal taxation on small business. 

We are limiting our hearings and testimony to this very important 
subject matter. 

Five years ago this committee made a similar study. After a 
series of hearings in 7 cities, involving over 500 pages of printed 
testimony from 129 w itnesses, a report was filed with the Senate stat- 
ing the unanimous findings and recommendations of the committee. 
Most of the recommendations of that report were subsequently writ- 
ten into law, much to the benefit of the small business economy. 

AsI recall, it was the then junior Senator from New Jersey, Senator 
Hendrickson, who was the chairman of those hearings, a very dis- 
tinguished and fine public servant. 

During the years since our last study, it has become increasingly 
clear that all is not well with the smail business enterprises of this 
country. It is evident that many of the ills facing this segment of the 
economy are caused or at least influenced by the F ederal_ tax system. 

Therefore, we on this committee feel it is once again time to consult 
directly with the representatives of American “independent small 
businesses. 

Now, this study has a dual purpose. First, we hope to determine 
the extent to which the Federal tax system imposes any unfair bur- 
den on small business. Second, we wish to have the benefit of the 
opinions and recommendations of the witnesses who appear on the 
different proposals made to relieve small business from any unfair 
burden which is found to exist. 

I am sure that all of you realize that most of us who are Members 
of Congress rely a great deal upon the advice and counsel which we 
receive from our constituency, and we are deeply grateful to the 
business organizations that have taken the time to prepare testimony, 
and to the individual witnesses. We are grateful to the chambers of 
commerce. We are grateful to the trade ‘associations. And in some 
areas, I have noticed that our labor organizations have shown an in- 
terest in these hearings. 

We want to thank all of these groups for their cooperation. 

It is hoped that the representatives of all types of small business 
may be heard during the course of this investigation. Members of the 
professional groups serving small business are being asked to testify. 
In addition, many other businessmen will be granted permission to 
file written statements for inclusion in the committee’s record. 

From the testimony of all of these people, the committee hopes to 
get a comprehensive picture of the problems facing independent small 
business today which result from the Federal tax structure. 

At the end of the series of hearings, the 13 members of this com- 
mittee will work out a report giving the conclusions that we have 
reached from a study of the mass of evidence, and will prepare an 
omnibus small-business tax relief measure for introduction in the 
Senate early in January. 

Now, we have with us today as the staff director, Mr. Walter Stults, 
who has been with this committee for 7 years. In fact, you were with 
Senator Hendrickson before the time of the other hearings. And we 

also have Mr. Erickson, who is counsel to the committee. So we feel 
that we are prepared here to receive your suggestions and any advice 
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and counsel that you have, and we will rely upon our experts—our 
attorney, in particular—when it comes to matters of law taxation. 

On that note, I want to open the hearings, and I am going to say 
at, this point that when we visit our States, since we have Senators 
from these States, it is customary—and it surely is within my spirit— 
to permit the host Senator to have the privilege of chairing the meet- 
ings as much as possible. His time sometimes is interrupted because 
of constituents. But I would like very much at this time to have 
my friend, Senator Barry Goldwater, proceed with calling up the 
witnesses. This is his State, and he knows the people, I am sure, 
much better than the junior Senator from Minnesota. 

Now, Senator, as I understand it, the mayor of your city is here, 
and I am going to turn the chair over to you at this moment and 
have you preside. 

Senator Gotpwater (presiding). Thank you, Senator. 

I might say, though, before we get on, that Senator Humphrey is 
a regular visitor to the V alley of the Sun. He has made it a point 
to visit here for his vacation each October and November, and we 
are happy to have you back any time that you care to come. 

Senator Humenrey. Thank you, Barry. 

Senator Gotpwater. Before we go on, I would like to ask Senator 
Kuchel if he has any statement to make? 

Senator Kucuet. I have nothing except to say that the Senate 
Select Committee on Small Business is, of course, primarily con- 
cerned with the problem of small business units—corporate, partner- 
ship, and individual. 

I think it might be wise to point out that what the Small Business 
Committee is conscious of, and will be endeavoring to do, will be to 
fashion recommendations for legislation which will be of assistance 
to the small-business men, regardless of the type of structure legally 
under which he carries on his trade or occupation. 

I want, also, Barry, and Hubert, to say that I am delighted to 
come into Arizona. And this will be the first of a series of m eetings 
that I feel sure will give us the background on which to take con- 
structive steps in the interest of the men and women who are still 
the backbone of this country’s economic system. 

Thank you, Barry. 

Senator Gotpwarer. Before calling up the first witness, I am 
forced to relate something that happened to me yesterday in respect 
to this hearing. My oldest boy has just started college and he an- 
nounced to me he intended to study CPA, which is about as difficult 
an undertaking as I can imagine. So yesterday he removed from 
my files a rather voluminous pile of papers that T have been writing 
for years, a letter to my sons, relating my experiences in business 
during certain periods of our history. 

[ was interested to find that 20 years ago, I wrote that the big prob- 
lem of the businessman in Arizona—and I felt across the Nation— 
was the tax problem, the fact that taxes even 20 years ago had gotten 
all out of reason, not only from their size but from the tax structure. 

And I think that small-business men across the Nation will agree 
pretty much that if they were allowed to keep more of the money 
- it they earned, that small business would not be in difficulties that 

hey find themselves in today. 


| 
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So history, as we read each morning as we drive past the Depart- 
ment of Archives is past, and we must study the past if we are to 
know what we are going to do in the future. 

With those few remarks, I want to call, first, Jack Williams, the 
mayor of Phoenix. He has to get back to the job of being mayor. 
So, Jack, would you make your comments. 


STATEMENT OF HON. JACK WILLIAMS, MAYOR OF PHOENIX, ARIZ. 


Mr. Wituiams. Mr. Chairman and distinguished Senators, perhaps 
I might say in the opening how welcome you are. At least it is a 
familiar assignment for a mayor of a city to say, “Welcome.” And 
if from your studies and your recommendations, tax relief is afforded 
small business, we add to our welcome, “Oh, happy day.” 

We are glad that you came to our town and to our area. We feel 
that we here are in the final stages of pioneer building and financing. 
We feel here the desperate need for money with which to build and 
grow. So much so, that it is with grim levity that our bankers ad- 
monish winter visitors to “bring money when you come.” 

I shall be brief. And I must be general in my statements. I am 
not an accountant nor a business manager. Specifically, I am a radio 
executive, and a stockholder in small business. Through stock owner- 
ship, I am an owner in three small radio stations. I have spent 28 
years of my life in this business. 

It is my opinion that tax relief is very necessary for small business. 
When we have finished running our operation for a year and paid 
our salaries in cash and our taxes in cash, and then can’t retain 
enough of the money we have earned, incidentally, to pay dividends 
or to purchase new equipment, but must delay the payment of one and 
borrow to purchase the other—some special relief is surely indi- 
cated. 

My plaint is probably all too common to each of you, and you hear 
it over and over. Let me add one note today that has been on my 
mind. I know that it is difficult to offer tax relief to any segment of 
our economy, if to do so does not carry with it some offsetting saving. 
Recently the Administration called attention to overlapping functions 
and responsibilities between the various States and the Federal Gov- 
ernment. A commission has been set up to study these overlapping 
areas. Such a commission might well be given encouragement by 
your committee and perhaps be aided as well in discovering areas in 
which Federal saving can be achieved by cutting our duplicated ex- 
penditures and the high cost of overhead of taking the money to 
Washington and back again. 

I have looked over some of your previous discussions and concur 
wholeheartedly in urging, at the earliest possible date, the exemption 
from the surtax rate to be lifted from the present $25,000 to $50,000 or 
$100,000. I would urge, as well, the reduction of the corporate nor- 
mal tax. And, if possible, to permit the deduction for additional 
investment during the taxable year. 

These would be healthy, encouraging things for small business. 
They would restore hope to an area of this Nation’s economy that has 
grown almost hopeless. The Government tax collector is like that 
Texan who drove up to the gas pump in a black, shiny, block-long car 
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and said to the small boy, “Fill ’er up, Sonny.” Moments later the 
lad said desperately, “Turn off your motor, will you mister. You’re 
gaining on me.” 

Unless you turn off some of these taxes, and soon, gentlemen, and 
soon, we can’t make it. Because you’re gaining on us, too. 

There is one other matter on my mind before I close. And that is 
the overwhelming confusion that has been created by rule and regula- 
tion. The business community should be given a set of easily under- 
standable criteria which would be followed in enforcing not only sec- 
tion 102 of the Internal Revenue Code, but all regulations applicable 
to business. When you dare not make a business move any more 
without your tax accountant at your right hand and your attorney at 
your left; when the independent American businessman is so entangled 
in rules, regulations, and redtape, so that a good portion of his time 
and money must be spent in clarifying confusion, gentlemen, that is a 
tax,too. Andsmall business finds it a grievous one. 

In conclusion, again may I say how glad we are to have been one 
of the cities selected to be studied by your committee. And that while 
we feel the present method of taxing small business is inequitable, 
unjust, and difficult of administration, we feel also that the further 
consideration of this problem, promised by both major parties, must 
and will result in small-business tax relief. And to that end we pray. 
Thank you. 

Senator Gotpwatrer. Thank you very much, Jack. 

Senator Kuchel has a question, Jack. 

Senator Kucue.. Mr. Mayor, before you leave, I wonder if it would 
be possible for your corporation to file with the committee a statement 
indicating the value of your corporation—its assets, its liabilities, 
some indication of the number of employees you have, and the profits 
which may have accrued these last several years? (Retained in com- 
mittee files. ) 

I recommend that because if this committee considers recommenda- 
tions of changes in the Federal tax structure, I think it would be in- 
valuable for it to point specifically to business units across the country 
in which, while they have been successful, nevertheless have been held 
down by reason of the application of the internal revenue laws. And 
to that extent, if your organization would be willing to furnish that 
type of statistical information, to me at least it would be helpful. 

Mr. Witurams. To whom shall we supply it? 

Senator Kucnen. Senate Small Business Committee, Washington. 

Mr. WituiaMs. We will do so. 

Senator Kucuen. Mr. Stults suggests that so far as the name of the 
corporation is concerned, it would be kept confidential. We are inter- 
ested in the statistical data, at least some of us are. 

Mr. Wutttams. I might add specifically I can do this. All of our 
records are kept with the FCC in Washington anyway. 

Senator Kucuen. Yes. 

Senator GotpwaTer. Thank you very much, Jack. 

The next witness this morning is Mr. Herbert A. Leggett, who is 
vice president of the Valley National Bank and also its economist. 
And I might say, for Senator Humphrey’s benefit, he is a transplanted 
Minnesotan. 

Senator Humpurry. I know, all these good men. 

Mr. Leecerr. Thank you, Mr. Chairman. 
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Senator Huwpnrey. I want to say right now for the benefit of this 
audience that Senator Kuchel is blessed, too; his wife came from 
Minnesota. 

Senator Kucuet. That is right. [Laughter.] 


STATEMENT OF HERBERT A. LEGGETT, VICE PRESIDENT, VALLEY 
NATIONAL BANK, PHOENIX, ARIZ. 


Mr. Leacerr. My name is Herbert A. Leggett. I am vice president 
and economist of the Valley National Bank, “of Phoenix, Ariz. 

The institution which I represent operates 48 offices situated in 13 
of the State’s 14 counties. We have more than 250,000 deposit cus- 
tomers and serve a total of about 400,000 customers in various de- 
partments and branches of the bank. Needless to say, many of our 
customers fall into the category of small-business people or their em- 
ployees. 

Perhaps the most useful thing I can do here is to provide some gen- 
eral information on the Arizona economy which will serve as back- 
ground material for the other witnesses to follow. Then, if time per- 
mits, I shall outline briefly what I feel should be done to help small 
businesses stay afloat. 

It so happens that Arizona is the fastest growing State in the 
Nation. In the period since World War II, Arizona has led the 
Nation in percentage rises of most economic indexes. I have included 
a table here showing our 10-year g growth. 

Senator Humpnuery. I am going to suggest to Senator Goldwater 
that that table and all tables will be made a part of the record as 
though you read them. 

Mr. Leceerr. Thank you. 

Senator GotpwaTer. Without objection. 

Mr. Leccetr. The following table summarizes this growth: 


EXHIBIT 1 (A) 


10-year growth of Arizona 








1946 | 1956 


Population _- sb aneae ae 596, 000 | 1, 057, 000 
Employme nt (nonagricultural) : 133, 700 243, 100 
Motor vehicles registered 176, 496 | 490, 397 
Telephones in service . | 98, O85 | 282, 019 
Personal income 3 * ...|  $669,000,000 | $1, 816, 000, 000 
Retail sales ee | $416,861,060 | $1, 335, 045, 808 
Life insurance in force - ne $388, 000,000 | $1, 794, 000, 000 
Agricultural income --- : a $163, 228, 000 | $380, 000, 000 
Manufacturing output...................---.-.- downass | $86, 000, 000 | $400, 000, 000 
Mineral production ; ~ | $114, 986, 000 | $471, 104, 000 
Tourist expenditures... : fi bed hood $60, 000, COO $200, 000, 000 
eS eee os God Senne aka eae edie -.----| $394, 743, 965 | $858, 857, 264 


Although all of Arizona’s major industries have shown consider- 
able expansion during this period, it should be noted that the greatest 
impetus to the State’s economy has been provided by the expansion in 
manufacturing. 
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I have a 10-year table showing the growth in crops from $102 mil- 
lion to $277 million; livestock, from $60 million to $103 million; man- 
ufacturing, from 286 million to $400 million; mining, $114 million to 
$471 million. 

Incidentally, with what has happened to the price of copper and 
other metals, that $471 million will be historic. 

Senator Gotpwater. Might I interrupt right there. Is it not true 
there was no measurable manufacturing before 1938 or 1939? 

Mr. Leaarrr. Very little outside of “the processing category—food 
and things of that sort. 

Senator Gotpwater. Thank you. 

Mr. Leccrerr. The tourists business, meanwhile, has expanded from 
$60 million in 1946 to about $200 million in 1956. 


ExHIeiT 1 (8B) 
Major sources of Arizona income by years 





Year Crops | Livestock Manufac- Mining Tourists 
| turing 
aati j mere rennin =e 
1946... $102, 955,000 | $60, 273, 000 $86, 000, 000 | $114, 986, 000 $60, 000, 000 
1947... | 143,065, 000 75, 860, 000 | 
1948___ | 143,065, 000 | 85, 894, 000 136, 000, 000 196, 208, 000 90, 000, 000 


1949... 163, 918, 000 70, 481,000 | 129, 000, 000 


177, 894, 000 100, 000, 000 
1950__. 184, 654, 000 94, 211,000 | 142,000, 000 
1951... 229, 031, 000 130, 938, 000 | 214, 000, 000 


201, 034, 000 100, 000, 000 
235, 289, 000 120, 000, 000 






117, 000, 000 182, 753, 000 75, 000, 000 
| 








1952... | 267,012,000 | 116,932,000 | 292,000,000 | 220, 686, 000 135, 000, 000 

1953... | 320, 189, 000 99, 783,000 | 312,000, 000 242, 572, 000 | 150, 000, 000 

1954. ; y 269, 550,000 | 94, 776,000 | 300, 000, 000 239,974,000 | 160,000,000 

1955_.. é e 244, 182, 000 | 99, 990, 000 350, 000, 000 351, 631, 000 180, 000, 000 

thie Ciknatednad doceencka 277, 000, 000 103, 000, 000 400, 000,000 | 471,000, 000 | 200, 000, 000 
\ 


\ { ' 
— _ —* = — — 








The main problem in Arizona, as in many other places, is the need 
for capital to finance the growth of our various industries and busi- 
nesses. The vast majority of our businesses are small businesses. Of 
the approximately 12,000 Arizona firms currently reporting under the 
U nemployment C ompensation Act, more than 11,000 of them employ 
less than 30 people. That is, 30 people each. 

A report by the Employment Security Commission of Arizona 
dated May 1957 shows the following breakdown: 

Seventy-five percent of all active “reporting firms had less than 10 
employees; 88 percent of all active reporting firms had less than 20 
employees; and 92 percent of all active reporting firms had less than 
30 employees. 

It is obvious that few, if any, of these small firms can sell securities, 
either bonds or stocks, to the public. In many cases, they can not 
even qualify for bank loans in spite of the liber al lending policies pre- 
vailing in most Arizona banks. Therefore, these small firms must 
finance their growth internally, that is, out of retained earnings and 
depreciation reserves. 

The mortality rate among small business is pathetically, and I 
think inexe usably, high. In “the past 5 years, probably the most fa- 
vorable period in economic history, 3,200 of Arizona’s small firms have 


gone out of business. There were only 8,000 of them to start with in 
1952. 
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The following table shows the record of business births and deaths 
during this period as reported by the Employment Security Commis- 


sion of Arizona: 
ExHIBIT 1 (0) 











Births | Deaths Births | Deaths 
tn A ER ae 1, 168 SO Tee cents oet ss Pte 2, 118 629 
PR hci eennp Sneek phn ahe 3 1, 226 Pt io. 55 sas: 2, 225 739 
ieee mnnsan ne edene’ 1, 185 | 685 || 


In analyzing the mortality side of this picture, the idl aunt 
Security Commission found that about one- -quarter of the deaths oc- 
curred in the first year of operation and about one-half of the deaths 
occurred during the first 2 years of operation. The preponderance 
of small firms failing is indicated as follows: 

Eighty-seven percent of firms going out of business had less than 
10 employees; 95 percent of firms going out of business had less than 
20 employees; and 98 percent of firms going out of business had less 
than 30 employees. 

This is what has eens in the Nation’s most dynamic economy— 
IT am referring to Ari g edented pros- 
perity. What would the. story ‘sty in a cas of aes recession or 
depression? Is there anything we can do to eliminate some of this 
tragedy and waste ? 

In my opinion, gentlemen, the most helpful thing would be to pro- 
vide some real tax relief in the lower brackets of income. This is 
about the only way small businesses can get some fat on their bones to 
help withstand the ill winds that occasionally blow. Furthermore, 
it is about the only way they can finance their own normal growth 
if they expect to keep pace with a growing economy such as ours. 

As far back as I can remember, there has been almost unanimous 
agreement that small-business organizations, especially struggling 
new ones, should be given some type of preferential tax treatment. 
TI do not know anyone who is opposed to this. Both political parties 
are in favor of it, labor is in favor of it, and, needless to say, business 
is in favor of it. And when I say business, I mean big business as 
well as little business. 

I see no reason why we could not develop a graduated scale of taxa- 
tion for small businesses that would accomplish the desired purpose 
without any serious loss in revenues. There would probably be no 
loss of revenue at all, in the long run, if we take into account the 
greater stability of employment and business activity that would 
result. 

The following would be a simple and probably workable approach, 
at least in principle. I have suggested here a scale of corporate in- 
come tax that is graduated on up to $100,000. My suggestion, which 
is, of course, even if adopted in principle, subject to changes i in per- 
centages or in amounts covered. 














EXHIBIT 1 (D) 
SUGGESTED SCALE OF CORPORATE INCOME TAX 


10 percent on first $25,000 of net income. 
20 percent on second $25,000 of net income. 
80 percent on third $25,000 of net income. 
40 percent of fourth $25,000 of net income. 
50 percent on all net income over $100,000. 
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And that brings us up to the first $100,000, and I have put here 
rather whimsically 50 percent. I have used a tax rate of 50 percent 
on net income above $100,000 just as a round figure and perhaps on the 
subconscious theory that the least Congress could do some day is to 
reduce the corporate tax rate from 52 percent to 50 percent. This 
would be easier to calculate and would have the psychological ad- 
vantage of putting corporations on a 50-50 basis with the Government 
as far as earnings are concerned. 

I recognize that there would be some problems in establishing a 
graduated income tax for unincorporated businesses. In the service 
industries and if certain professions were adjudged to be “businessses,” 
separate provisions would have to be spelled out specifically. These 
are matters for the tax experts to work out. 

I am sure I have used up my time. I have included here a final 
table showing the direct taxes collected in Arizona for the last 11 
fiscal years. 

ExHIBIT 1 (£) 
Direct taxes collected in Arizona 


| Federal taxes | State and local| Total taxes 

















| j * taxes 
Fiscal vear: 
1945-46 as i | $76, 247, 941 $42, 342, 913 $118, 590, 854 
1946-47 75, 952, 217 | 50, 939, 800 126, 892, 017 
1947-48___. ae 83, 813, 698 | 67, 724, 986 151, 538, 634 
1948-49 Sede 82, 128, 232 | 74, 849, 823 156, 978, 055 
1949-50 be ‘i r ‘ J | 74, 822, 095 78, 813, 105 153, 635, 200 
1950-51 __.- ie asa 106, 356, 762 96, 652, 039 203, 008, 801 
1951-52 See csh ---| 142, 525, 946 102, 545, 226 245, 071, 172 
1952-53. __. 165,840,607 | 110, 266, 196 | 276, 106, 893 
1953-54 | 163, 109, 922 121, 486, 471 | 284. 596, 893 
1954-55 | 167, 739, 000 129, 114, 065 296, 853, 065 
1955-56... ; my | 184, 565, 000 153, 964, 752 338, 529, 756 
1956-57... - 212,601,000 | 169, 776, 766 382, 377, 766 


" 

This shows that for the fiscal year ending June 30, 1957, we paid in 
direct taxes $212 million to the Federal Government; and in State 
and local taxes, including school taxes, which is assessed ourselves, 
$169 million. 

On that Federal figure, of course, that includes only the direct 
payments, and we have a great many individuals and corporations in 
Arizona that pay elsewhere, so that figure is far understated. 

Thank you, gentlemen. 

Senator GoLpwaTer. Senator Humphrey, do you have any questions ? 

Senator Humrurey. No. I merely want to thank Mr. Leggett for 
what I think is a most intelligently prepared and well-documented 
statement which is very helpful to me. 

Senator Kucner. Mr. Leggett, do you agree that so far as Federal 
tax laws are concerned, equal treatment should prevail between busi- 
ness units which are organized as corporations and those which are 
run as partnerships or as sole traders ? 

Mr. Leacerr. Certainly, in principle, Senator, I believe, providing 
the business, the character of business is essentially the same. It 
would not make any difference. 

Senator Kucner. Just one question: Could you indicate what per- 
centage of the gross income of the economy of Arizona represents 
defense procurement contract expenditures? Is it large at all? 
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Mr. Leccerr. Directly, it is perhaps not very large. Indirectly, it 
amounts to considerable. That is, a consider able proportion of that 
$400 million in manufacturing, I would suppose, would be in lines 
related to it, such as electronics ‘and things like that. 

Hughes and Douglas, in Tucson and here, of course, some of their 
research—and Goody ear Aircraft and others—well Rey nolds Metals, 
much of theirs goes into aircraft. 

Senator Kucuer. Would you be able to say just as a guess percent- 
agewise would it be 10 percent, 20 percent, 25 percent ? 

“Mr. Leccerr. Well—— 

Senator Kucuen. It does not make any difference. I was just 
wondering what impact it has on the economy of our Western ae 
Senator Gorpwater. If I might interject, I think the total last yea 

was about $140 million, if I remember correctly 

Mr. Lecoetr. I believe that that would cover it. 

Senator Gotpwater. It would be about 8 percent ; would it not? 

Mr. Leacerr. Well, there would. be only about 40 percent of the 
total maufacturing figure. 

Senator Gorpwarter. I was talking about the overall income of the 
State. 

Mr. Leecerr. Oh, well, the total income of the State last year, 
personal income was about $1.8 billion. So it is less than 10 percent. 

Senator Gotpwater. It would be about 6 percent ? 

Mr. Lracerr. Yes. Of course, there is an awful lot of indirect— 
Motorola and Air Research and Reynolds. 

Senator Kucnen. Yes, sir. 

Senator Humpnrry. Mr. Chairman, I had another question, and 
I regret I did not bring it up earlier. 

Mr. Leggett, you have heard, I am sure, that the Senate Banking 
and Currency Committee held some hearings on the problem of small- 
business financing. Asa result of those hearings, a request was made 
of the Federal ey te Board to conduct a study relating to small- 
business financing problems. Mr. Martin, chairman of the Board, 
and Mr. Balderston, the Vice Chairman, have been in communication 
with Senator Fulbright and Senator Clark, who is chairman of the 
subcommittee—Senator Fulbright is the chairman of the full com- 
mittee. 

I have a copy of a letter that Senator Sparkman sent to Mr. Bald- 
erston. And in that letter Senator Sparkman, the chairman of this 
committee, was very concerned about the fact that the Federal Reserve 
Board’s report would not be complete until 1959. 

Mr. Leccerr. That is right. 

Senator Humpnrry. As you heard earlier, we are contemplating 
filing a report on behalf of the Senate Small Business Committee for 
January or the early part of 1958. 

Is it your belief that we should proceed with whatever remedial 
suggestions we have, or should we await the reply of the Federal 
Reserve Board ? 

Mr. Leacerr. Senator, if I may be so bold, I would suggest that you 
go right ahead, if possible. 

Taxation is naturally only one factor in many that go into what 
we call the small-business problem. Now, the Federal Reserve survey 
will undoubtedly be a very exhaustive one, and they will go into our 
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bank and others and probably analyze thousands, hundreds of thou- 
sands of accounts to gather their basic information. 

Now, the mills of the Federal Reserve System grind very slowly, 
and you may not even get it in 1959. I do not see that that should 
hold us up here with respect to a situ: ria which is nonpartisan, non- 
controversial. And, heavens, if we give them a little tax relief, we 
may not need all of this other information. [Laughter.] 

I believe, sir, that the relief would save many small businesses in 
the interim, because, as you have seen on the charts, the mortality is 
rising very I: apidly, and will probs ibly continue, in my opinion. And 
not only would it save many, but it would probably m: ake a good many 
of them eligible for bank loans that are not now eligible. 

I believe I would certainly go ahead. 

Senator Humpnrey. I surely thank you for your advice and counsel. 
That is my view, but I wanted to get it from one who has been in the 
financing business. 

Mr. Leacerr. Yes. 

Senator Gotpwater. Herb, is much of the trouble the businessman 
is experiencing today from inflation 2 

Mr. Leccerr. Yes. 

Senator Gotpwater. Do you feel that excessive rates of income tax 
contribute rather largely to the inflationary problem today ? 

Mr. Leccerr. I am sure that is true, Barry. I think we could prove 
it practically, because we found that, for example, during the excess- 
profit-tax periods, which were on twice, maybe three times—that is 
when businessmen go just hog wild, and so on. And, as you know, 
vou have had someone take you to lunch and they will say, “This only 
costs me 8 cents on the dollar.” 

Now, high taxes are, in my opinion, very inflationary, certainly up 
to a point, although we don’t know enough about economics yet to 
realize when they also become deflationary. I suspect they may be 
at that point now, but they certainly have been in the past infla- 
tionary. 

Senator Gotpwarer. But in the past, the high rates of income tax 
have contributed to inflation ? 

Mr. Leccerr. Tremendously, in my opinion. 

Senator Gorpwarer. And they will continue, whether they add to 
the inflationary fires, they certainly will continue to be a major prob- 
lem of businesses of all sizes, whether they are small or large? 

Mr. Leccerr. Yes. And when other factors become adverse—and, 
of course, when the economy is on the upgrade, you can absorb your 
taxes in stride: but when, as, and if we level off—and we are certainly 
doing that in some segments now—then the pinch starts to operate. 
And you have today your shrinking profit margins in many fields. 

Senator Gorpwater. I have another question here relative to your 
suggested scale of corporate tax or a graduated approach. 

What do you think the psychological effect would be on business- 
men if this graduated approach were adopted ? 

Mr. Leccerr. Well, I suggested, Barry, for the reason I thought 
it would be tremendously stimulating to the small-business people, 
who would get the major benefit from it—and 92 percent of our folks 
here in Arizona are small-business people, and I think they would 
really love it. 
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Senator Gotpwater. It would inspire the small man to grow, and it 
would also, in my opinion, have the tendency to defer mergers, which 
is one of the-—— 

Mr. Leccerr. Perhaps it would. 

Senator Gotpwater (continuing). Problems arising out of this 
whole situation. 

Mr. Leceerr. That is the only way they have of financing them- 
selves, as I pointed out. 

Senator raderarate Just one other question: And this does not 
relate to, particularly, to the business of this committee, but because 
it is taxation, and because it is a State problem, and because it has 
just come out—I would like to have your opinion, as an economist 
and a taxpayer of the State, particularly an economist, as to the effect 
of the recent suggestion that we abolish in this State the deduction 
of Federal income-tax payments from the State income tax, would 
have on the future growth of the economy in Arizona? 

Mr. Leecerr. Well, Barry, I am sure glad you brought up that 
because that is one of the most important things we have to contend 
with at the moment in Arizona. 

I have every sympathy with trial balloons in the legislature and 
elsewhere, but this is one of the most damaging trial balloons I have 
ever heard floated. And if they wish to imitiate a flight of capital 
from Arizona and a complete drying up of capital coming to Arizona, 
that is the way to do it. 

Senator Kucnen. Give me that again. 

Mr. Leacerr. I say if you eliminate the deductibility of the Federal 
tax payments on our State tax returns—tax ce 

Senator Kucuer. You are talking about a State proposition ? 

Mr. Leccerr. That is right. Senator Goldwater just asked that. 

Senator Gotpwater. The reason I brought it up here and thought it 
was proper before this committee: As I understand it, there are only 
1 or 2 States that do that. 

Mr. Leccerr. Yes. And those are special situations. I do not be- 
lieve the State income tax is a material item there, but there are 
special circumstances. 

Senator Gotpwater. And this committee would not like to see it 
spread into States of other committee members, I am sure. 

Mr. Leocerrr. This is a very dangerous thing, and I hope we can 
squelch it, because even talking about it is bad. The minute these 
fellows get to talking about it, I get wires from savings banks in New 
England and the Northeast saying, “What is the matter? Haven't 
you got any sense ?” 

Senator Kucuex. What is the top income tax ? 

Mr. Leccerr. Five percent. 

Senator Gotpwater. Any other questions of the committee ? 

Senator Kucuen. No, sir. 

Senator Gotpwater. Thank you very much. 

Mr. Leccerr. Thank you so much. 

Senator Humpurey. Thank you. 

Senator Gotpwater. The next witness this morning is Mr. Harold 
Olson, the peers of the Phoenix Engineering & Manufacturing Co. 

Harold, I never inquired as to your State of origin. But with that 
name—— 
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Mr. Oxson. I was going to ask blessings from Senator Humphrey. 
I was born and raised in South Dakota. 

Senator Humpurey. I was born in South Dakota myself, Mr. Olson. 
What part do you hail from ? 

Mr. Orson. Platte. 

Senator Humpurey. I was raised in Doland, S. Dak., and my family 
is still in business. My brother and I have a small business at Huron, 
S. Dak. 

Mr. Otson. We beat them in football. 

Senator Humpurey. Did you? I think we will drop that. That 
must have been in the dry year. 

Mr. Orson. I shouldn’t have said that. [Laughter.] 

I am going to be a little nervous at first, because I haven’t appeared 
before such a distinguished crowd before. 

Senator Humpurey. Let me set you at ease. We are really soft 
touches. 


STATEMENT OF HAROLD OLSON, PRESIDENT, PHOENIX ENGINEER- 
ING & MANUFACTURING CO., PHOENIX, ARIZ. 


Mr. Ouson. Mr. Chairman and gentlemen of the committee, I am 
Harold Olson, president of the Phoenix Engineering & Manufacturing 
Co. Thank you for this opportunity to appear before you. I appre- 
ciate the honor of being chosen to tell you about the problems of some 
of the small-business men in Arizona. 

There are now between 60 and 70 small-business concerns in Arizona 
engaged in aircraft- and electronics-work for the defense effort. I 
represent this group of businessmen, which spends 100 percent of 
its endeavor contributing to the defense of our country. 

We feel that a continued high-tax structure applied to small busi- 
nesses definitely curtails risk taking. It restricts the number of 
various products, the amount of production, and the investment in 
technically improved tools of production, which in turn produce 
better products. The result is detrimental to the best interests of 
our country. 

Let me explain. If orders were received on a constant basis or if 
there were never any changes or improvements, then profits remain- 
ing after taxes would probably be adequate to permit us to continue 
adding capital assets to improve our own sada. But our re- 
quested activity is not constant. Technological improvements demand 
additional skills from our workmen, and new machines which can 
perform a new function or hold closer tolerances. Also, quantities 
increase from time to time, depending on defense needs as a whole. 

Our greatest problem, at this time, is our inability to purchase 
the new machines required in our industry under current demands 
from the profit remaining after taxes. If we are to stay in business, 
these new machines are a must in order to meet rigid inspection of our 
products. 

Inspection of products is another phase of our business which is 
almost constantly overlooked. Inspection in this industry requires 
tools and equipment, both in quantities of items and dollars of invest- 
ment almost equal to the initial production. Here again, technological 
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improvements create the necessity of purchasing new equipment 
regularly. 

Because profit after taxes is not adequate to purchase required 
additional machinery, we have been forced to seek out private capital. 
But the type of capital available is costly. 

For example: A large corporation with a long history of profitable 
operation and a strong financial position experiences little difficulty 
in selling a new stock issue to raise funds necessary for expansion. 
The public generally is willing and anxious to subscribe to it. Also, 
the large corporation is able to sell debentures for its financing. 

Such sources are not available to us. We are small, comparatively 
new, and unknown. Therefore, even if we are properly qualified, 
there is no market for any stock we might wish to sell. This is 
especially true inasmuch as we must retain all earnings in the busi- 
ness instead of offering any dividend as an inducement. 

In place of these normal outlets, we must seek out an individual 
with risk capital available, and the demand by such capital is gener- 
ally so great that we cannot meet the price without giving away our 
business. Private loans are almost always made on a discount basis 

lus interest. Perhaps we can borrow $45,000, but we must pay back 
$50,000, plus the maximum legal rate of interest on the $50,000. An 
individual almost always demands a control of the business, even 
though he may know nothing about it. An alliance with him, there- 
fore, endangers the successful operation of the business. 

According to recent figures, the type of industry I represent ac- 
counts for an interest of over one-fifth in our military preparedness. 
Such an interest must be safeguarded for the best interest of our 
country. And so, tax relief is necessary. 

As the form of relief, I believe the following are most advanta- 
geous : 

1. Graduated corporate tax rates. Under present tax schedules, 
a net profit of $50,000 requires a tax payment in excess of $20,000, or 
40 percent of earnings. The remaining dollars do not permit the 
expansion demanded. 

Let me show you by a specific example. The following are actual 
figures for a smal] business located in Arizona. The name of the 
concern will be given to the committee, if desired. 

For this company, during its fiscal year of 1956, net sales amounted 
to $629,000. Manufacturing cost of completed work amounted to 
$466,000, and administrative expense was $106,000. These costs of 
doing business, less some minor miscellaneous income, left a net profit 
for the company of $58,000. The present tax on $58,000 would nor- 
mally have been around $24,000, but in this particular case, because 
of some adjustment permissible for prior-years’ results, the company 
was required to pay only $14,000. This left $44,000 available after 
tax for investment in new machinery. 

During the same year, 1956, this company was obliged to spend 
$113,000 on plant equipment purchases and only $10,000 of that 
amount was for replacement. This meant an expenditure of over 
$100,000 for machinery to increase the demanded productivity, and 
to take care of the technological improvements. , 

The company admits a depreciation charge of $36,000, but this 
amount is to take care of replacement of wornout equipment. In 
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any event, total outlay far exceeded funds remaining after taxes to 
pay for the expansion required $100,000 to $44,000. 
or the current year, 1957, the same problem is becoming apparent 

with this company. Its customers are becoming more demanding as 
a result of the defense effort, and in spite of increased efficiency in 
meeting specifications for work produced, Ss at midyear do not 
appear to be anywhere near equal to last yea But because of these 
demands, this company has been forced to "sped, in the first 6 ren 
of the year, over five times its profit in additional machinery. I sa 

“forced to spend,” because it must either meet specifications or go me 
of business. 

Fortunately for this company, it is not anticipated that there 
will be a need for further purchases of machinery during the second 
half of this fiscal year, and it will have that time to recover a portion 
of the expenditure from profits. The latter is certainly not in the 
best interest of our country. This is not a precarious case, but it 
can be if the tax situation is not remedied. 

Although I cannot document it, because I do not have the owner’s 
permission, I know specifically of another business in my field that 
last year was required to spend more dollars to buy new additional 
machines than it was able to retain in profits after taxes. The invest- 
ment was required to keep up with the defense industry. These cases 
are undoubtedly duplicated manyfold. 

The real criterion, therefore, of the unfairness of today’s cor- 
porate tax rate lies 1 in the relationship of the amount of tax actually 
paid, to the small-business concern’s ability to retain earnings, not from 
a pe reenti ige viewpoint, but from dollars. A small business earning 
$100,000 per year may keep only $54,000. This amount must cover 
both an increase in required working capital and the needed expan- 
sion in machinery and equipment. Compared to this small business, 
another business earning $25 million per year may retain over $12 
million after taxes. Such an amount not only assures that business 
of many dollars available for reinvestment, but also practically guar- 
antees adequate bank financing for any purpose. 

So the inability of a small business to retain profits as a buffer 
against the contingency of future bleak or unprofitable years is re- 
ceiving minor emphasis. The main point is that we are unable to 
expand, to take proper care of the current demands made upon us 
by defense requirements. 

Therefore, 1 submit that a lower tax rate on the first profit, plus a 
more slowly accelerating scale on additional profits, will certainly 
be advantageous to small business. 

Ac tually, I believe we technical men look forward to the day when 
we may have a peaceful world, when we may convert to nondefense 
work. At this time, though, we are in a hand-to-mouth existence. 
The Government is forcing us to be unprepared for that day. 

2. Permit deduction for additional investment during taxable year. 
As mentioned previously, today’s tax rates leave insufficient profits to 
build working capital to meet order demands. As businessmen, you 
know that working capital must increase as sales increase. All of 
us are finding that matter a problem. 

Thus, we are at a minimum point of retaining profits, and there is 
nothing left for future development. If we are to grow and aid, 
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not only the defense effort, but also, the general economy of our coun- 
try, we must add new machines, new tools, and new equipment. As 
small businesses, there is a limit on the amount of financial help avail- 
able from banks. We are given a low loan ceiling as compared to 
the almost unlimited credit available to the big business. Therefore, 
we must be permitted to retain more of our dollars earned. 

3. Permit partnerships and proprietorships to elect to be taxed as 
corporations. This proposition undoubtedly is of considerable help 
taxwise to some small businesses. But at the same time, in some cases, 
it will be advantageous for the closed corporation to be permitted to 
pay taxes based on a partnership or proprietorship basis. 

4. Permit taxpayers to use alternative methods of depreciation for 
used property. There are many times when the small-business man 
can profitably employ used machinery in this business. Such use is 
of benefit to him in his struggle to grow. The present law penalizes 
him, however, for using every method at his command to obtain 
growth. 

In practically all cases, though, this plan will be no help to those 
of us engaged in defense work. Because of the precision work we 
do and the close tolerances we maintain, new machines are a must. 

To summarize, gentlemen, we small-business men in Arizona en- 
gaged in aircraft missile and electronics work believe that the present 
tax structure definitely endangers the defense effort of our country 
by preventing us from fulfilling our assignments. 

We further believe that the tax structure is a threat to the future 
economy of our country by failing to permit us to take care of our 
current needs. All of my associates join me in asking for your serious 
consideration of relief from this overwhelming burden. 

Thank you. 

Senator Gotpwater. Thank you very much, Harold. 

Hubert, do you have any questions ? 

Senator Humpurey. Mr. Olson, there is a point that you raise here 
which I possibly did not understand. Just as a matter for clarifica- 
tion, are you suggesting that all new plant equipment be paid cur- 
rently out of current earnings? In other words, 1f you buy $100,000 
worth of machinery in 1958, then you should have $100,000 worth of 
profit in 1958? 

Mr. Ouson. Not necessarily, Senator. However, it should be 
bought in more proportion, because this goes on year after year in 
defense industry. And I think perhaps we could show you three very 
good examples of equipment standing out in our plant today that 
could not do defense work even though they are 3 years old. 

As you know, there have been aircraft and missile changes, so we 
might has one set of expensive tooling good today and gone tomorrow. 

Senator Humpnrey. Do you not receive addditional compensation 
for the program changes? For example, I know in one Air Force 
program there were 17 program changes, which is very expensive to 
the Government and detrimental to the defense effort, and obviously 
expensive to you as a proprietor and as a manufacturer. 

But what I am getting at is: Do you not receive some additional 
consideration from the Government on such a program change? 

Mr. Oxson. If it is Government tooling; yes. But this is capital 
equipment, Senator. We do not get any compensation for that. You 
see, last year we made $58,000. I say we—you can assume who the 
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company is—we spent that money on improved better machines. We 
took one large missile contract, and we could never have taken it un- 
less we had that equipment. We would not have had the business 
unless we had taken it. 

Senator Humpurey. I want to clarify this point because on page 5 
of your statement there you are reciting the depreciation charge of 
$36,000, and you said that this amount is to take care of the replace- 
ment of wornout equipment, and the total outlay far exceeded funds 
remaining for taxes after the expansion required. 

The reason I make my point is that many people would feel, as I 
do, that you should not pay in 1 year—out of profits—for plant 
expansion or capital tools which may last several years as to their 
productiveness. 

Mr. Orson. Well, no; that is right, Senator. But the proportion is 
so great the other w ay. And as I say, 1957, it is coming up in the same 
way, yousee. And with this « ontinued—w ell, let me give you another 
example. When we had a less number of employ ees, we could produce 
for the same customers with an inspection setup with an approximate 
investment of $15,000 or $20,000. 

We now have in our inspection, because of the tightness that both 
the Air Force and everybody has put on the quality control of these 
items, maybe $180,000 to $185,000 in our inspection department alone. 

And that continually becomes obsolete as they go to higher, faster, 
closer, finer finishes. And we have something over there now. We 
had to buy a new Eastman Kodak to take care of these finer and higher 
qualities. And it is really pleasing to see that that can be done, 
because we have our boys in the Air Force and missiles to take care of, 
and they are a tremendous improvement over 5 years ago. 

Senator Humpnurey. I can see where your problems, in your particu- 
lar industry, are of a very exacting nature. I mean both in terms of 
financing and the type of equipment you need and the inspection. 
And I am sure it places a burden on you capitalwise to keep up to these 
changes and to meet these high specifications. 

But I was not quite sure whether the same tax formula that would 
be necessary for your particular industry would necessarily be the one 
that you would apply in others. For example, my business is the 
retail pharmacy business. Well now, let us face it, you do not have 
to make as many program changes or as many equipment changes as 
you would—in a wholesale pharmacy or a retail pharmacy—as you 
would in an aircraft or an electronics plant. 

Mr. Ouson. That is right, very right. 

Senator Humpurey. And we would not expect, for example, if you 
would buy an entirely new setup for your prescription department, 
fixtures and so forth, such as we did, to pay it out of 1 year’s earnings 
because we expect to use that for many years. 

Mr. Orson. No. I think the situation should be looked at this \ ray : 
How long is that equipment going to last. That equipment might 
last—and it is very seldom—and good equipment in our business very 
seldom lasts over 3 years at a maximum. 

Senator Humpurey. In your kind of work? 

Mr. Orson. That is right. 

Senator Humpnrey. T just wanted to clarify that point. 

The final point is on this used machinery. I want to thank you for 
your recommendation. I happened to lean over to Senator Goldwater 
when you mentioned that and said there was a very good sugges- 

97385—57—pt. 18 
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tion. Because there is a whole lot of used equipment which could 
be purchased and would be very helpful to manufacturing establish- 
ments if the depreciation on it were brought somewhat in line with 
new equipment. 

Mr. Orson. That is right, sir. 

Senator Gotpwater. Senator Kuchel. 

Senator Kucnen. Mr. Olson, when did you organize this business? 

Mr. Otson. In March of 1951. It was—pardon me, Senator—it 
was a corporation manufacturing farm equipment, but we bought it 
out in March 1951, changed the name, and started into defense work. 

Senator Kucuen. Now, so to all intents and purposes, you represent 
a business which commenced its operations in 1951? 

Mr. Otson. That is right. 

Senator Kucuer. Some 6 years ago. 

Who do you do business with—the Government directly ? 

Mr. Ouson. No, sir; all subcontracts. 

Senator Kucuert. Where are the prime contractors located? Here 
in Arizona and elsewhere ? 

Mr. Ouson. No. I would say the prime contractors are located in 
California. Wright Airfield. There are some in Sandia—atomic- 
energy program. Air Research gets the prime contracts. Hughes 
gets the prime contracts. We get the subcontracts. 

Senator Kucuer. In no instance do you deal directly with the 
Government? 

Mr. Otson. There have only been once or twice in our life on a 
very small basis. But you might as well say 100 percent subcontract. 

Senator Kucner. How many people do you employ ? 

Mr. Orson. Between 80 and 90. 

Senator Kucne.,. How many did youemploy a year ago? 

Mr. Orson. Approximately 65. 

Senator Kucnext. And when you started, how many were in your 
employ in 1951? 

Mr. Outson. March 1951 we started out with 70 employees, sit 

Senator Kucue.. Have you felt in your own subcontracting work 
the impact of the recent changes by the Department of the Air Force 
with respect to procurement ? 

Mr. Orson. Would you put that again ? 

Senator Kucuen. Or to put it another way: Are your contracts 
with the prime contractors continuing now? Has there been any 
change made in them in the last 6 months ? 

Mr. Otson. Yes. 

Senator Kucuent. What kind of changes are those ? 

Mr. Otson. I can use a specific example. This is—I have to be 
careful of what I say or what I can say—the new missile that is being 
developed has to be completely retooled, and we bought one machine 
that was $22,000 that did part of the work on the nozzle assembly. 

Senator Kucnuer. Was that a new machine? 

Mr. Ouson. Brand new; yes, sir. 

Senator Kucuer. Then you did have in that instance the rapid 
writeoff ? 

Mr. Orson. No, sir. 

Senator Kucue.. Why not ? 

Mr. Orson. Pardon me. Yes, that is right. 

Senator Humpnrey. Tax amortization writeoff. 
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Senator Kucnuet. What you talk about in making the tax laws— 
provide the availability of that rapid amortization to use property— 
a been the subject of the President’s Cabinet study, so that we 
might be able to get this thing on this one point, which I do think 
is important, rather unanimous, the recommendation of that com- 
mittee which is as follows: 

That business be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation 
that were made available to purchasers of new property under the Internal 
Revenue Code of 1954. 

Would that be your recommendation, Mr. Olson? 

Mr. Otson. That sounds quite reasonable. 

Senator Kucuet. I do think there is a problem. You have got 
enforcement responsibilities by the Government. And if you has a 
wide-open provision on used property, you might get into some 
problems. I think you can understand what could take place. 

Mr. Ouson. Yes, sir. 

Senator Kucuet. So that if that, in your judgment, constitutes a 
reasonable limit, and you are able to tell the committee, I think it 
would be helpful with respect to that one concrete recommendation 
that Senator Humphrey alluded to. That would be your thought? 

Mr. Ouson. Yes, that is right. 

Senator Kucurn. That would be a reasonable recommendation ? 

Mr. Orson. You understand, of course, I am thinking of the 60 or 
70 businesses in defense here in Arizona. Now, we are all fairly 
small, and your formula would be satisfactory for those businesses. 

Senator Kucnen. And it would be, I think, in the interest of 
small business that this committee would be pushing that type of 
legislation ? 

Mr. Ouson. That is right. 

Senator Kucuer. That is, the small-business unit ought to get that 
kind of a break? 

Mr. Otson. Would you read that once more to me, Senator? 

Senator Kucuen (reading) : 

That businesses be given the right to utilize, for purchases of used prop- 
erty not exceeding $50,000 in any 1 year, the formulas of accelerated deprecia- 
tion that were made available to purchasers of new property under the Internal 
Revenue Code of 1954. 

Senator Gotpwater. Mr. Erickson has a question. 

Mr. Erickson. Just one question: Your third suggestion on page 
8, I am wondering if you could tell me, as a practical matter, would 
your company or other companies that you know, take advantage of 
an election for a corporation to be taxed as a partnership or a pro- 
prietorship ? 

Mr. Orson. Mr. Erickson, we have not gotten into that far enough 
to tell you concerning our corporation. Now, Mr. Al King, our treas- 
urer, and very capable treasurer, suggested this, and it was put in. 
And I believe his thinking is that it would be possible to be benefi- 
cial to us, but surely beneficial to other organizations. 

Senator Gotpwater. Thank you very much, Mr. Olson, for your 
statement, and I appreciate your coming here. 

Mr. Orson. Thank you, sir. 

Senator Gotpwater. Since Mr. Olson began his testimony, I see 
Congressman Rhodes, who represents Arizona’s First Distriet, which 
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is Maricopa County, comprising about 52.5 percent of the population 
of the State. 

I wonder, Congressman Rhodes, if you have anything you care to 
say at this time? And I will also invite you to sit up here on the 
panel. But if you have anything you would care to say, you may 
certainly state it. 

I presume you know Senator Humphrey and Senator Kuchel. 


STATEMENT OF HON. JOHN J. RHODES, A REPRESENTATIVE IN 
CONGRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF THE 
STATE OF ARIZONA 


Mr. Ruopes. Mr. Chairman, and members of the committee, I do 
not intend to presume upon your time or upon the time of these people 
here, because here you have some people who are dealing every day 
with small business or are in small business, and certainly you want 
their opinions, and not mine, because mine are available in the city of 
Washington, and you did not have to come clear out here to listen to 
me, 

However, it certainly is an opportunity that I would not want to 
pass up to thank this committee for coming here to the city of Phoenix 
to listen to the people of the city and this area, and to get a firsthand 
impression of the problems which face small business here. 

I think that small business in Phoenix and in Arizona has problems 
which are somewhat common with the problems that might ‘ found 
with small business throughout the Nation. In considering what 
should be done for small business, I believe that this sort of philos- 
ophy might well be followed: 

I do not think that the Federal Government is in a position to save 
every small business. I do not think it is in a position to save every 
big business which might get in trouble. However, I do feel that the 
Federal Government should do everything possible to remove the 
detriments which we have as a Federal Government established and 
which are now in many instances hurting small business. 

Of course, I refer to taxation, primarily. I refer also to the fact 
that sometimes it is very difficult for small business to know in what 
categories it might bid for Government contracts. I think that that 
program should definitely be stepped up to give small business : 
better break in bidding on Government contracts. 

I feel that any law which we pass in Congress should be aimed at 
improving the lot of the small-business man, but not aimed at con- 
demning big business per se. In other words, I certainly feel there is 
nothing wrong in being big, as long as you conduct yourself as a good 
citizen of the United States and you do not hurt other people. 

Rather, I would put the small-business man in a position where he 
can compete successfully with big business, where big business does 
not necessarily mean that the small-business man will disappear, pro- 
vided the small-business man puts himself and his operation in a 
position to efficiently compete on the market with anybody else who 
might be in the market. 

I want very much to help him do that; and I know, without having 
to say it, that many of the Members of the House and Senate feel the 
same way. And certainly I am pleased to have this distinguished 
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committee here. I welcome you to the First District of the State of 
Arizona, and thank you, Mr. Chairman. 

Senator Gotpwatrr. Thank you, John. 

Senator Humphrey ¢ 

Senator Humpurey. Not a thing. 

Senator Gotpwater. John, would you care to sit up here with us? 

I saw Congressman Udall from the Second District earlier ; I do not 
see him in the room at this time. I do see, though, that he is to 
appear at 2 o’clock. So Stu will have a chance to speak for the small- 
business people of the Second District and the rest of the State’s 
about 107,000 square miles, Senator Humphrey, making it, I believe, 
the largest congressional district in the United States. 

Now, the next witness we have represents a firm that Arizona is right 
proud of. I remember when this firm started. It started in the true 
tradition of free enterprise. It has grown in that tradition, and it 
has grown to be one of the largest firms of its kind in the entire 
Southwest. Mr. Hilliard Brooke, president of Peterson, Brooke, 
Steiner & West. 

Hilliard, will you take the stand. 


STATEMENT OF HILLIARD BROOKE, PRESIDENT, PETERSON, 
BROOKE, STEINER & WEST, PHOENIX, ARIZ. 


Mr. Brooke. Gentlemen of the committee, Fred Porter, my asso- 
ciate, and I appreciate very much the opportunity of making known 
to you the views of the Phoenix Downtown Retail Merchants Asso- 
ciation, on whose board of governors Senator Goldwater served for 
many years. 

We presume the purpose of holding hearings in different parts of 
the country is to determine how small business is affected by the bur- 
den of Federal taxation in the various areas. The Chinese say, you 
know, a picture is worth 10,000 words. And I am submitting here 
an outline map of Arizona showing in color the various Federal lands, 
the State lands, and the privately owned lands, the latter being less 
than one-sixth of the total area of the State. 

You might be interested in glancing at it to know that the yellow 
are Indian reservations, the purple is the Grand Canyon National 
Park, and the other similar reservations, the green is national forests, 
the blue is State lands, and the red is private lands. 

So the entire impact of this economy is those little red dots you see 
on that big map. 

Senator Goitpwarer. Mr. Brooke, if you will pause for a moment, 
without objection, these maps and charts will be made a part of the 
record. 

(Retained in committee file.) 

Senator Gotpwarter. I might say, too, Hilliard, to add to what you 
just said, that the State of Arizona can tax only 16.4 percent of its 
land. There are only three States in worse shape than we are in that 
respect. 

Mr. Brooke. That is right. I had from the land office the figures as 
of their last report, and I think it was 16.56. 

Senator GoLpwarer. Something around in there. 
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Senator Kucnuen. By the way, just for pleasant interlude, these 
three members of the Senate happened to have coauthored legislation 
to provide for payment by the Federal Government for the pay ment 
of, in lieu of taxes to the States, which I am happy to remember 

Senator Humrurey. Indeed we have, and I have been interested in 
this thing for some time, and we got it out of the Senate Committee 
on Government Operations and to the Senate Calendar last term, last 
session, in the 84th Congress. We are going to get it out in the 85th. 
And any help you can get us will be appreciated. 

And I want to commend both of my colleagues here for their dili- 
gent work in this area. 

The chairman gave me the dubious honor of chairing those hearings. 

Senator Kucnen. And they were good hearings, and I think a basis 
on which we can go further in the 85th Congress. 

Mr. Brooxe. I thought, gentlemen, to say one-sixth, it means one 
thing, and to od there means so much more. 

There are 72,688,000 acres in the State, and private lands comprise 
12 million of the ‘edition. 

Senator Humrnrey. Where do the people live here ? 

Mr. Brooke. Well, the people live in this county, more than half of 
them, as I will develop. 

Senator Humpurey. What is the percentage of the people? The 
largest percentage of the people live on one-sixth of the area ? 

Mr. Brooke. Oh, yes. Of course, people live on forest reservations, 
on Indian reservations. 

Senator Humpurey. Yes. 

Mr. Brooxe. That is populated. The only part of it that is not is 
that white area, which he calls vacant lands. That is thousands of 
acres of mountains and land that never has been laid out or surveyed. 

Senator Gotpwater. This is an interesting point, Hilliard. It just 
developed the other day in a conversation I had with the head of the 
Forest Service. In Santa C ruz County, which is our smallest county, 
there are approximately 275,000 acres of forest land. Yet only about 
1,600 of these acres have trees on them. 

Senator Humpnrey. Whatisthis? [Laughter. | 

Senator Gotpwarer. 275,000 acres, roughly, under the control of 
the Forest Service; and if I remember correctly, about 1,600 acres of 
it have trees on it. The rest is specified as watershed, which right- 
fully some of it should be. But there is an area which we have asked 
the Federal Government repeatedly to inventory to see how much of 
this forest land actually has to be used for watershed purposes and 
what could be put back into private ownership for tax purposes. 

Senator Humenurey. There is no reason why a watershed program 
cannot be in a private property. If I may say, most respectfully, 
we have five watershed projects in Minnesota. Each is on private 
land, but it is a watershed project under the Department of Agricul- 
ture’s jurisdiction. 

I sometimes think watershed land is interpreted by the Service so 
as to exclude those private lands. 

Mr. Brooke. That is right. We are fifth from the top in total land 
area within the various States. You can readily see the effect of an 
exploding economy. In 1940, we had a population of less than 500,- 
000—499,000. We now have a population of over 1 million. At the 
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present rate of growth, it is estimated that we will have 1144 million 
by 1965. eee ore 

Approximately one-half of the present population lives in this 
county, Maricopa, where you are holding these hearings. The popu- 
lation of this county is increasing about 50,000 per year. The needs 
are immediate, critical, vital, and must be met. After growing steadily 
since 1940, the electronics industry, including bringing the United 
States Army base from New Jersey to Arizona, seems to be the trigger 
to the present explosive growth. . 

I am submitting a second series of charts prepared at the Arizona 
State College, which show the present and projected population, the 
age brackets in which the new population is appearing—and it is the 
very young and very old, that is, those under 5 and over 65. There 
is a 75-percent increase in 10 years. Whereas, in the medium age 
group, 35, there is an increase of 30 percent. But you come here to 
retire—and we have a very virile population. You people come here 
from Minnesota, and we have a lot of babies. 

Senator Humprnrey. Thank you, sir. 

Those charts should be made available to the committee. 

Senator Gotpwater. I told the reporter. Certainly, all charts sub- 
mitted by Mr. Brooke should be made available. (Retained in com- 
mittee files. ) 

Mr. Brooke. Barry asked about manufacturing. In 1940, it was 
ranked about with livestock—each about $25 million. In 1954, live- 
stock accounted for $92 million and manufacturing for over $300 
million, being exceeded in the production of money only by the ex- 
penditure of the United States Government. That is the main source 
of income in the State because of the airfield, the base at Fort 
Huachuca, the Indian reservations, and forests, and so forth. 

But second to that now comes manufacturing and mining, which 
had always been the predominant production of wealth, which is now 
fourth. Agriculture is third. 

[ suppose everyone needs tax relief. I am reminded of a large 
motto which appeared on the walls of the San Francisco director of 
OPA during World War II when I was the director in Arizona. 
That motto read: “Now, take my case, for instance.” So before the 
poor fellow opened his mouth, he had to look at that sign. 

I discussed with Mr. Erickson what I might say, and I first hoped 
to establish that we have an unusual situation in our land area status, 
which that map shows. (Map retained in committee files.) 

And second, I was going to tell you about our own company, and he 
has our statement showing the financial return for the last 5 years. 
You will find that comparative figure in that. 

The company with which I am connected started as a simple part- 
nership in Prescott, Ariz., with $4,000 capital in 1922, composed of 
disabled veterans of World War I. All the money earned was plowed 
back into the business, so that no dividend has been declared since 
incorporation in 1944. Today we have 8 stores, 180 employees, and 
a net worth of approximately $1 million, with a total annual sales 
volume of more than $4.3 million. 

[ do not mention the name of my firm, but I want to say that just 
to many people it would sound very selfish, as Fred Porter told me, 
for small business after small business to get up and say, “Take care 
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of me.” But when you are taking care of small business, you are 
creating jobs. And with the rate people are pouring into this State, 
if these small-business structures do not stand up and do not provide 
that employment, I do not know what might happen. 

Now, Mr. Leggett pointed out to you the rather alarming casualties 
now in small business; and certainly, that is going to be accelerated 
if relief does not come from somewhere. 

Senator Kucnet. Let me interrupt you for just a minute. I agree 
with you completely that tax relief would be a shot in the arm to 
small business. Iam for helping small business. But are there some 
other factors that you, in your judgment, based on your own experi- 
ence, believe are responsible for the failures of small business in 
your State? 

Mr. Brooker. Sometimes it is incompetence; there is bad manage- 
ment. 

Senator Kucue.. You would not say the Federal tax structure con- 
stitutes the sole and only reason for it ? 

Mr. Brooxe. Certainly not. I say this, as I just have a few more 
paragraphs, that this thing has happened. 

Senator Kucner. Excuse me. 

Mr. Brooke. I say such a feat here could hardly be repeated today 
because when you pay cash and taxes to the Federal Government, 
you have not got anything much left to plow back in. And if you 
plan expansion, expenditures for improvement in your facilities, you 
get no tax credit, as you know, under the existing formula, because 
30 percent of your first $25,000 goes for Federal taxes, and 52 percent 
after that. Then when you add about 5 percent State tax, we pay 
57 percent. And now if they refuse to let us deduct the amount we 
pay the Federal Government, we would pay the State twice as much, 

cause then the Federal Government would get less next year. 

Senator Humpurey. Is this not also true, Mr. Brooke, that at a 
time when there are credit controls of a type, and while the interest 
rate program does not necessarily mean that it restricts credit, it 
makes cost, the rent of money more—that it is important that you 
have reserves from which you can meet your own credit needs? 

I met Tuesday in the past week in Minneapolis over at the office of the 
Minneapolis & St. Paul Railroad with Mr. Schroeder, the president of 
that railroad who is doing a fine job. While I was there, I met with 
a number of our Minnesota businessmen, very fine and able managers, 
and they are doing a good job. But they explained to me some of 
their financing problems. And I could not help but think how it 
applied to this hearing and to the hearing we are going to have in 
Minnesota. 

One man, for example, during the past week told me about his prob- 
lem. He was in the soybean processing business. He indicated that 
in the financing he was obtaining for a plant expansion he was told by 
a large bank or correspondent bank—he started his loan out in Min- 
nesota, went to Chicago to complete the balance of the loan. He was 
frankly and bluntly told that certain other companies that had applied 
for money could not get it, and he said, what is this going to mean for 
them. The answer was, “It means they are going out of business.” 

And then the answer to him was continued to say, “But this will not 
affect you because while it costs you more to get this money, those 
that go out of business, you will pick up their customers.” 
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Well now, this actually happened and I would not call this man 
even a little-business man. He is one of our larger, well, he is middle 
ground. 

So what I am getting at is that the need for capital reserves is press- 
ing when there is a heavy demand for money in the money market. 
I have heard your banking structure out here is a little more liberal 
with their loan policy. I hope it is true. But in certain parts of the 
country, if a banker who is responsible for other people’s money has 
a choice between a large firm that has a better history 

Mr. Brooke. With a better risk. 

Senator Humpnurey (continuing). With a better credit rating, he 
is apt to take that one, and probably will, and the small man has to de- 
pend upon earnings. 

Mr. Brooke. His source is almost dried up. That is, if you rent the 
money toa man up here at a better risk at a higher rate; and finally, it 
must be admitted that loans to small-business men for expansion on the 

vart of banks are very hazardous, of all types of loans. And even if 
1e can get the money, it is going to be at an almost prohibitive rate of 
interest because it is almost a prohibitive risk. 

Senator Kucnet. How much has interest increased out here in the 
last 12 months, let us say ? 

Mr. Brooxer. Well, I think 114 percent. 

Mr. Lecoerr. We follow the general market. We do not have a 
special market anymore. It is about the same. 

Mr. Brooxr. What is it, 114 percent ? 

Senator Kucner. One and a half percent increase in the past 12 
months ¢ 

Mr. Brooke. Yes. 

Senator Humpnurey. I think the point—I am not going to say any 
more about this—but my interest in this subject matter is twofold. 
First, I wets e the best way to regulate a free economy is through com- 
petition. I do not think if you ‘hired 10 ,000 lawyers for the Depart- 
ment of Justice, they could do as much in regulating an economy and 
keep it a free and open economy as when you have effective com- 
petition. 

That is one way, as was said here earlier, to prevent mergers and 
the growth of monopoly, and that is a good talk—you can make a 
speech on that subject. But unless there is some money coming in to 
keep these facilities modern and expanding—and I happen to think if 
you have got an expensive economy, you need an expansive economy to 
take care of it—if you cannot keep this money coming in, you are 
going to be out of luck. 

Mr. Brooxr. You are so right, Senator, because here we have got 
to grow or die. Because even here, the impact is so great. Even take 
our downtown Phoenix population, the exploding area of growth 
around the city, we have to be on our toes. 

I think two things—I think I can make myself clear—make ovr 
problem acute. First, the relatively small area that stands the impact 
of the whole economy, particularly this area. And secondly, the tre- 
mendous need for capital for even other than our own needs for public 
needs. 

I say on down here, I rest my case on the statement that small busi- 
ness must have tax relief. The form this relief should take must be 
left to the experts in that line. 
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When money becomes dearer and harder to get by reason of Govern- 
ment manipulation, it hurts small business first and most, regardless 
of whatever else it does. 

In addition to the needs for money in your own business, there are 
the public needs for money in the area which we serve. Other com- 
munities might defer needed i improvements; we simply cannot. The 
city of Phoenix recently passed a $75 million bond issue. The first lot 
of these bonds sold bear the new high interest rates, almost double to 
what similar bonds did several years ago, which becomes an additional 
tax burden on business. This holds true for school district bonds. 
We have a school district problem here that is fantastic in spots. 

Senator Kucuen. Have your people voted school bonds? 

Mr. Brooke. They did, except a district like Arlington, which had 
200 pupils, and 800 last year because a suburban development swept 
out there last year and these houses were built and there was nothing 
but people on which to tax, there was no business, no industry. The 
area was bonded then up to its legal limit. 

Of course, unlike California, Senator, we don’t have a tax State 
relief program in Arizona, and we need it. 

Senator Kucune. Of course, we are getting a little far afield. This 
is most interesting, and it is highly important, and it is something that 
we are going to have to deal with in Arizona and California, and the 
District of Columbia. What you say is abundantly true. 

I regret those instances in my State where the people have turned 
down school bonds, so that the children over there today in some school 
districts cannot receive the education that you and I would want them 
to have. 

You mention there are instances like that in Arizona. They exist 
all over the country. 

It is also true that with the multiplicity of additional services that 
people demand, the costs of obtaining money for public construction 
have gone up. 

Mr. Brooke. Yes. 

Senator Kucuet. It is true; and business has a stake in that whole 
problem, too. 

I do not know, however, how the Small Business Committee can get 
at that. 

Mr. Brooxr. Only this final closing statement: Arizona is like a 
boy growing out of short pants into long pants. We need everything. 
And there will be a higher price tag on everything because of the new 
higher tax bond rates. 

In other words, we, the business community here, must bear this 
added cost, and the added cost is because money becomes more dear. 

Whatever else it does in meeting the inflation problem is something 
for somebody more expert than me to say, and the immediate need 

Senator Kucuer. Have your people had any negotiations with the 
Small Business Administr ation on loans? 

Mr. Brooke. No, sir; not ree I know of. I do not believe they have 
been very effectual in this a a, although they do have an office here, 
which I just learned of very tails. 

Senator Gotpwater. I might say, Senator, the latest information 
I have: There have been about 17, 18, possibly 20, of those loans 
granted in Arizona. We have an active office here. They are taking 
care of the needs where they see it. However, we have an unusual 
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banking system in this State, in that it has been liberal for a good 
many years. I think you might say that all of the Arizona banks are 

ioneers in small loans and liberal loans. And because of that, there 
oa not been any tremendous demand for Federal financing. 

Senator Kucurn. And that bears out what I have heard. You do 
have an excellent banking system throughout this State. But I just 
mentioned that that type legislation came out of this committee, too. 

Senator Gotpwarer. I might say, in answer to the question that 
was put by your remark that it was hard for you to see where this 
committee could fit into this particular field, I think it will probably 
be the duty of all the committees working in this field to point up to 
the entire Congress the total effects of high taxation and high Govern- 
ment spending. 

I believe that much of the blame of inflation today can be placed 
on high Government spending and, subsequently, high taxes. A 
shortage of money in the money markets, for instance, is caused by 
high Federal taxes; it is caused by high Government spending. 

I felt for a long time if we had just half of the money that we have 
spent in foreign countries, back in circulation in this country, there 
would be no money shortage today. And you would find interest 
rates being controlled by competition instead of, in part, by competi- 
tion through scarcity and in part by the Federal Government because 
of their fear of what scarcity of money might do. 

To me, it is the overriding trouble in America today; and it affects 
not only small business, but it affects the entire population, because 
there can be only one end result, in my opinion, to this continued high 
Federal taxation and subsequently high Federal expenditure, which 
will be the complete destruction of what we call the free-enterprise 
system. 

And I think this committee, and all of the committees of the Con- 
gress and all of the Congressmen in Washington, must be concerned 
with this before and above everything else. I actually feel it is a 
greater threat to our country than communism. 

Mr. Rnopes. I would just like to point up a point made by Mr. 
Brooke which bears repeating, because it sets forth what I think 
might be a unique situation in this area and in California and some 
of the others, where, as you say it, the economy is exploding. 

Actually, the businessman, you as a businessman here in Phoenix, 
have to run like the dickens in order to just stay where you are, in 
order to keep your particular share of the market. You can’t sit 
still. You have to expand. Because as the market expands ated 
explodes, your business has to expand with it, and that takes capital, 
which is forthcoming only from earnings at this particular time. 

Mr. Brooke. That is right. 

Senator Gotpwater. Do you have anything else ? 

Mr. Brooker. No, sir. 

Senator Gotpwater. Thank you. 

Senator Humpnurey. I just have to add this point: That I recog- 
nize that high Government spending is the cause of many of our 
problems. But I also recognize that 80 percent of the Government 
spending is due to the fact that there happens to be some bad boys 
over in the Kremlin, and they like Arizona, too. They would like 
to get their hands on it. And I have just worked on the proposition 
that it might be well to pay the life insurance premium, even though 
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it is rather expensive. And when the risk is high, the premium rate 
is up. 

Now, my own personal feeling is that one of the ways to get the cost 
of this money down is to permit a large number of peo ple who are 
users of money to accumulate their own. That will bring the cost 
of money down, and that will help a little bit in terms of providing 
capital. 

Mr. Brooke. I regret it if I have touched a nerve, Senator. 

Senator Humrurey. No. These are just little matters of differ- 
ences that exist. 

Mr. Brooke. You know where I stand, Senator. 

Senator Humrurey. And should I say, not of real differences, but 
of discussion. 

Mr. Brooke. Thank you so much. 

Senator Kucuet. Before you leave, so that I may make a brief 
comment on this same subject matter. [Laughter. | 

The record of the last Congress, with respect to appropriations, 
is pretty clear. And regardless of whether you want to take the esti- 
mate of Harry Byrd of Virginia, a Democrat, or my colleague from 
California, Bill Knowland, a Republican, the fact is that so far as 
the Congress is concerned, the majority in each House saw fit to 
reduce by some $5 billion the requested appropriations. 

Nevertheless, as Senator Humphrey has said, all of us, all over 
this country, are not blind to current events. The negotiations for 
disarmament in London proceeded in good faith on the part of the 
Western Powers. All the answer that the Kremlin gave to the West- 
ern Powers was to point a finger at us and say we were warmongers. 

Meanwhile, Russia is on its way to building a submarine fleet of 

5,000; and, obviously, the only reason that we are spending this vast 
amount of money—incidentally, along the lines of some of the small 
businesses whose people, whose good | people testified here today—is 
for the security of our people. And in balancing those factors, I am 
sure that we all agree that wherever possible, expenditures ought to 
be reduced, and the people of this country should be given tax re- 
duction. 

I merely want to point out, and then I am through—the excess 
profits tax died in 1953. There was a 6-month extension and then it 
died. There was a 10-percent income tax reduction on Federal in- 
come taxes which went into effect. 

The excise taxes which the Federal Government collects were al- 
most cut in half generally. So that while we have our problems— 
and I come from a family which is interested in a small business— 
we have made some progress. 

What I want to do, as a citizen, is to see the small-business man, 
whether he is a corporation or an individual, stay in business and 
have an opportunity to provide his type of free enter prise, on which, 
as I say, I think the backbone of our economic history has been 
written. 

Mr. Brooke. Exactly. I just hope that I have made it clear that 
we have either got to grow or die with the impact of the economy. 

Senator Humpurey. Thank you. Very good. 

Senator Gorpwatrer. Thank you very much, Hilliard. 

The next witness we have this morning is Mr. Albert Colby, who 
is a business consultant, real estate broker, and appraiser. 
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Before you get eaten Albert, inasmuch as a question was raised 
by Senator Kuchel pertaining to the Small Business Administration, 
we have the members of that office here, Mr. Houk and Mr. Matchett. 
Would they stand up so that they might be recognized? 

I might say to the small-business men assembled, that these gentle- 
men are here in the Phoenix office to help you at any time that you 
feel their help might be of assistance to you. Thank you. 


STATEMENT OF ALBERT B. COLBY, PHOENIX, ARIZ. 


Mr. Cotspy. My name is Albert Colby. Iam a business consultant, 
real estate broker and appraiser. 

During the last 8 years, I have been appointed by the Federal court 
or elected by the creditors as receiver and trustee in over 100 bank- 
ruptcy cases. 

I have resided in Phoenix for 10 years and 9 months. 

This committee has asked that thought be given to whether or 
not the Federal tax structure has any effect on small businesses dif- 
ferent from that on other segments of the economy. We think it has. 

But what is small business? We have seen several definitions, 
none of which are satisfactory to the average small-business men of 
my acquaintance in this area. 

I would like to say, in my opinion, you have not heard from a 
small-business man yet today. You have heard from some large- 
business men. 

A business doing less than $1 million a year or one having less 
than 500 employees seems to be the opinion of those in authority. 
We disagree. This State, according to last month’s mailing of priv- 
ilege license tax forms—which should go to every business in the 
State, regardless of its size—had 29,996 businesses. 

If either of the foregoing definitions of a small business is to apply, 
we probably have 29,900 small businesses in Arizona; only about 96, 
if that many, are big business. 

Small-business men with whom I am in daily contact—those who 
have 3 or less employees or up to those who have 25 or less—think 
that your line of demarcation Ce big and small is unrealistic. 

It is our belief that size of the business, whether small or big, is 
more accurately gaged, not by its sales, not by the number of its em- 
ployees, but by its net worth. 

Because, when a businessman goes to the bank for a loan, the 
banker wants to know, first off, “What is your worth?” Only if he 
has a substantial net worth will his loan application be considered. 
After he has established that he does have a net worth, then the 
banker may look at his sales; rarely at his number of employees. 

The business which has employees in excess of 25, or whose net 
worth is more than $100,000, is generally in a position where he can 
afford to consult attorneys and certified public accountants. 

There are 4,300,000 businesses in this country. There are probably 

300,000 who fall into the above category. But the 4 million who have 
less than $100,000 in assets and who employ from none—the self- 
employed, one-man business—up to 25 ee in most cases cannot 
afford the service of a lawyer or a CPA. That is the small-business 
man that needs some relief. 
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Take your list of nine items to be considered on your memorandum 
for witnesses, which you have asked your witnesses to consider as 
suggestions for small-business relief. Just how many of these do you 
think apply to or will help the small-business man in the “none up to 
25 employees” bracket? Only 2, perhaps 3 of them. These possible 
suggestions apply to bigger businesses, not small businesses. 

To be specific, how about their application to a typical small- 
business man in Phoenix who operated a grocery store with five em- 
ployees, and whose tax picture follows. 

There are 24 different taxes a man in business in Phoenix pays. 
He pays: Federal Insurance Contribution Act (old-age pension), 
Federal unemployment tax, State unemployment tax, State industrial 
insurance (compulsory). 

In addition to taxes imposed upon him, this small-grocery man is a 
tax collection agent; has imposed on him by law the job of— 

(1) Computing, withholding, and paying to Federal Government 
income taxes on wages of employees. 

(2) Computing, withholding from wages and paying to State gov- 
ernment income taxes on wages of employees. 

No 2 of the above 6 taxes on payroll have the same tax base. The 
definitions of taxable payroll, the amount subject to tax, the exemp- 
tion from the tax, and the rates are all different. Therefore, separate 
computations must be made and records maintained by the business- 
man must reflect the basis for computation of each. 

Sales taxes: State sales tax, city of Phoenix sales tax, Federal 
retailers excise tax on sale of toilet preparations. 

He also sells beer and wines, so he pays a tax for this privilege, too: 
Federal Government—tetail liquor dealer license, State government— 
annual license, city government—quarterly payments on license. 

Property tax: State property tax—real estate, county property 
tax—treal estate, city property tax—real estate, school district tax— 
real estate, possibly special district taxes—real estate. 

Same governmental units impose a personal property tax on his 
store fixtures. 

Miscellaneous taxes: Federal tax on local telephone service, auto- 
mobile license for delivery truck, Federal tax on gasoline, State tax 
on gasoline. 

If incorporated, an annual report to corporation commission and 
a fee or tax. 

If he has a safe deposit box to keep his tax receipts in, he pays a 
tax on the rental of the safe deposit box. 

After all this is done, if he has anything left, he pays: Federal 
income tax, State income tax. 

Phoenix is fortunate; there is no city income tax, but some cities 
have imposed such a tax. 

This grocer is an unusual individual; he still has something left. 
He tried to share it with his children, whereupon the Federal Gov- 
ernment stepped in and imposed a gift tax. Well, he died. That is 
where I got into the picture. I appraised his estate. At his death, 
both the State and the Federal Governments imposed estate taxes 
on what was left. 
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And he had to have an extra employee, at $250 a month, $3,000 
per year, to keep his tax records in order. 

That is a picture of a small-business man in this city, and I am 
talking about the small-business man you go right up Main Street 
on, a florist, a shoe store, a tobacco store, a be sauty shop. 

Have you heard from those people, or do you intend to? Those are 
the small-business men in this State. 

Here is a comparison of failures in United States of America during 
1f ) 56 : 65 Dae 907. 

Senator Humenurey. I can show you we had more farm failures 
than that in Minnesota. 

Mr. Cotsy. Maybe our farmers are better. 

Senator Humpnrey. We have got about the finest farm produc- 
tivity in the Nation. I know more farmers than that that failed in 
Hennepin County. 

Where did you get these facts 4 

Mr. Corry. These facts were taken from figures supplied to me by 
Dun & Bradstreet. 

Senator Humpnrey. I hope Dun & Bradstreet is accurate on 
agriculture. 

Mr. Cortsy. Well, I do not know, sir, but I can tell you this: We 
have had about 5 farmers fail in this State out of 100 bankruptcies 
of any size. 

Senator Humpnrey. Well, you mean, when you mean failure, you 
mean bankruptcy ¢ 

Mr. Cotny. Right. 

Senator Humrnrey. I do not mean bankruptcy, because farmers 
went through that so much they are smarter now; they get out before 
the bankruptcy hitsthem. [Laughter.] 

Mr. Corny. You ask if tax relief is necessary and, if so, why. These 
figures should show that some relief of some kind is necessary. 

Now, you ask if an overall rate reduction would apply. I do not 
think so. I do not think an increase in personal exemption ade 

And how many small-business men do you think are incorporated ¢ 
Mighty few. So corporate relief is of no help to the small-business 
man. 

Senator Gotpwarer. I believe—I may be wrong in this figure—that 
86 percent of American businessmen are unincorporated. 

Mr. Cosy. That is right. 

Senator Gotpwatrer. We run into this same obstacle in Congress 
when talking about relief, because we are talking about the corpo- 
rate-tax structure and not the tax structure that affects the partnership 
or the unincorporated business. 

[ imagine that percentage would pertain here in Arizona, too. 

Mr. Cotey. I think so, Senator. 

I know it has been well and truly said that a wise man regards 
nothing small as being too little or nothing large as being too big, 
because dimensions have no limits. 

Senator Gotpwater. I might say here that on both the Small Busi- 
ness Committee and the Joint Committee on the Economic Report, of 
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which I am a member, the definition of small business has been one of 
the most exasperating things we have gone through. It is very diffi- 
cult to set up a formula. Frankly, I do not think you can set up a 
formula that will call this man small and this one large. 

I have cited the case, for instance, of a jewelry store ‘th: at might have 
5 employees and do a million- dollar business or the small manufac- 
turer who might have 50 employees and only do half of that. Both 
of them could under some of these terms be called small business, yet 
I would call that jeweler big business and I would call the manufac- 
turer small business. 

Mr. Corsy. Well, gentlemen, what is wrong with establishing a net 
worth ? 

Senator Humpnrey. There is a lot of merit in this. When you 
stated that, I leaned over to Senator Goldwater and said, “That seems 
to have a good deal of merit.” Surely the present measurements are 
not accurate. 

Senator Gotpwatrr. They do not apply, and, in fact, to tell you the 
truth, they are fairly well ignored. We have to talk about business 
categories. 

I know the business you are talking about. They are all over Ari- 
zona. They are all over Minnesota and they are all over California. 
The corner grocery store, the corner drugstore, the small shoestore, 
and so forth, and so on. 

Mr. Corsy. That is right. 

Senator Gorpwarer. But I think, though, you will agree that 
whether the business be of the Main Street type that you are talking 
about, which does not necessarily mean large or small, but we know 
what you mean, whether or not he is in that case or not, that a tax 
reduction whether it be in the corporate structure of personal income- 
tax structure would certainly be of benefit to all of these people. 

Mr. Cotsy. I am coming to that. 

Senator Gotpwater. Right. 

Senator Humpnrey. But is it not true, just so the record be complete 
at this point, that any man in business has the option of being taxed 
either as an individual, a partner, or a corporation? I mean under 
that 

Senator Gotpwater. Of course, you run into this, too. 

Senator Humpnurey. That is section 1361. 

Senator Gotpwatrr. You have the tremendous costs that apply to 
becoming a corporation. 

Senator Humpnrey. Yes. 

Senator Gotpwarer. Just as Albert has pointed out, it takes one 
man to do nothing but reports. 

My business is not a small business any more, but I think I have 
five on the payroll who do nothing but satisfy the Federal Govern- 
ment and the State of Arizona with forms. Now, if we only had half 
of those, I would only be half as mad. 

Senator Humpnurey. You would be a right jolly fellow, then. 
{ Laughter. ] 

Mr. Corzy. Well, you are stealing a little of my thunder, Senator. 

Senator Gotpwater. I will be quiet. 
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Mr. Copy. This is a comparison of failures in the United States of 
America during 1956: 
UXHIBIT 2 
| | 
Number Number | Percentage of 


| engaged | who the whole 
(estimated) failed 


Big business - _- wane accatusnspenannessaceencnansssesncacaen| 300, 000 | 871 | 29 in 10,000. 
Small business. -.............-.-- cla sialitedeies dSadeietons pase 4, 000, 000 | 11, 815 | 2944 in 10,000. 
Farmers onbicaledimaiteni ied se Bon ke r 2, 750, 000 | 401 | 14% ‘in 10,000. 


epee MN ok. 2d. uch aatcakeacnceeses 1, 050, 000 212 | 2in 10,000. 
Employees........ sal ec elisha ake laa ; a 60,000,000 | 48,784 | 8 in 10,000. 
nso romoncencncnecmee oe eee eee 6, 000, 000 3, 824 | 5 in 10,000. 


| 


Seccucna| 5p O08 


The above table shows that something is necessary if this segment 
of the economy is to receive fair treatment, treatment compatible with 
that extended to other segments. 

It may interest you to ) know that the Phoenix Telephone Book lists 
more than 30 Government agency offices in this city for aiding, in 
some way, the farmer. It lists two that might be of aid to the business- 
man. 

What form should tax relief take ? 

1. Overall rate reduction? No. 

Increase in personal exemption? No. 

3. Reduction in corporate rates‘—How many small businesses do 
you think that this would help ? 

Special relief for small business? Yes, 

The Federal Government, the State government, the county govern- 
ment, and the city government are making tax collectors of the small- 
business man. As a result, he has to increase his payroll by from 5 
to 25 percent, according to the number of his employees. 

Senator Goldwater has increased his, I imagine, 16 percent right 
quick by those 5. 

Senator Gotpwarter. Of the five I mentioned ? 

Mr. Corpy. Yes. 

Senator Gotpwater. It has doubled. 

Mr. Corny. Doubled. 

For special relief it is suggested that after the small-business man— 
with net worth of less than $100,000—has completed his tax return 
and, let us say, he owes a Federal income tax on $10,000 earned net 
income, which is good for a small-business man, that he be permitted 
an exemption. 

Senator Kucuen. Let me interrupt you so I know what you mean. 
Do you include the withholding taxes on his employees ? 

Mr. Cosy. I would not, because that, strictly speaking, is not a tax. 
It is money that he owes as a business expense and has withheld. 

Senator Kucuen. Well, actually, it is a tax, is it not? He is with- 
holding moneys due his employees by the Federal Government due 
to Federal tax law. 

Mr. Corny. That is correct. That would be perhaps too large a 
deduction. I have actually gone inte it, in some actual cases, and have 
figured it out. 
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Senator Kucuen. If I may, your statement is excellent and there 
is not much left to it in reading, but just at that point, so that we 
could have clarification of your recommendations, if you would ex- 
clude withholding, are there any others you would exclude? 

Mr. Coxpy. No, sir. 

Senator Kucuet. So that from the standpoint of the Federal Gov- 
ernment, you would give him an additional deduction for all Federal 
taxes 

Mr. Cotsy. Federal taxes—— 

Senator Kucnet (continuing). Which he has paid ? 

Mr. Corsy. Right. 

Senator Kucuen. From his net taxable income ? 

Mr. Cotsy. That is right. 

Senator Kucuex. For tax purposes. All right. 

Mr. Cotzy. The cost of that relief, of course, would be entirely borne 
by the Federal Government. It would be Federal tax relief, for it 
would have the effect of reducing his ordinary income tax payment. 
But, even so, not in sufficient amount to reimburse him properly or 
adequately for being an ex officio tax collector. 

Senator Humrurey. Let me say as a druggist, and I am, I know 
what it means to be a tax collector and I know what it is to have 
agents come on your business premises who want to see how many 
talcum powders or bottles of perfume you have sold when you cannot 
even keep track of the clerks. Do not tell me. I have been all 
through this. 

Mr. Cotsy. Now, I am going to ask some personal questions. I 
would like to know how many people you gentlemen know and how 
many of them are small-business men. I mean that small-business 
man who is so small that he cannot afford to hire a lawyer and an 
accountant, as both of the people who testified before, here, today. 

I am talking about these fellows down Main Street. How many of 
them have you talked with? Find out their troubles, just the little- 
business man, the small-business man. 

You know, I will tell you this, they take a dim view of foreign 
aid, the same as my Senator does. They take a dim view of special 
privileges to anyone, even including their best customer, the farmer, 
and his soil bank. And they also feel they constitute the only, the last 
large group of Americans who are rugged individualists. 

You cannot organize a small-business man. Congressman Hartley 
has been trying to do it for many years. It cannot be done. But 
if they are to be taxed out of proportion to pay for the special privi- 
leges for others, they have no other recourse than to ask for some 
special privileges for themselves if they are to survive. 

Thank you. 

Senator Gotpwater. Senator Kuchel? 

Senator Kucuer. Mr. Colby, you have recommended that a small- 
business man under your definition here, with a net worth of less than 
a hundred thousand dollars, be permitted to deduct from his net tax- 
able income for Federal income tax purposes, all Federal taxes he 
has paid except those representing tax payments on his employees’ 
salary; is that accurate ? 

Mr. Cotpy. The ones he withholds income; yes. 

Senator Kucner. Well, now, is that not tantamount to recom- 
mending that those Federal taxes be repealed ? 
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Mr. Corzy. If you want to let me say something more, let me tell 
you this: There are two things this committee can do to help the small- 
business man, and one of them would be to pass an income tax law lim- 
iting the amount of income tax to 25 percent. That is one. 

And another thing you could do even more to help them, is to revise 
the Chandler Act, Bankruptcy Act. It is 20 years out of date. 

Senator Kucuex. But, again 

Mr. Cotpy. Yes, I think 

Senator Kucuen. Those two things will certainly receive the con- 
sideration of the Congress. But is not your recommendation tanta- 
mount to recommending that those Federal taxes be repealed ? 

Mr. Cosy. No, let us figure a minute. I just said the man earned 
$10,000 that he had to pay a tax on. Now, he will probably pay 
$3,000 tax on that, just 30 percent. 

Now, then, suppose he has paid out $2,500 in taxes. Deduct $2,500 
from $10,000, and it leaves the sum of $7,500 that he would pay a tax 
on, which would be about $2,250. It would be a saving of about $850 
to that particular sized businessman. 

Senator Kucuenr. What it would be tantamount to, then, it would 
be a reduction in the Federal rates to the extent of the tax bracket in 
which his taxes——— 

Mr. Corny. That is right. 

Senator Kucuet (continuing). Would be represented. 

Mr. Copy. You said it a lot better than I could. 

Senator Kucuex. I do want to say that I think you are right in the 
fact that the fellow that is struggling along with his own family 
down the street in your town or mine, plagued with all types of re- 
ports that he has to make to all levels of government, ought to receive 
the fullest consideration from this committee. There is no question 
about that. 

My hometown has been fairly small. Like every other one in the 
West, it has grown fantastically lately. But I am acquainted with a 
few, and like you have suggested here, I have talked to them over a 
cup of coffee down at the corner drug store. 

[ want to say to you I am hopeful we may see all Federal excise 
taxes repealed ultimately. I think that smacks of the type of taxation 
that ought to be a prerogative of your State government, and you as 
a State citizen exercise your suasion on the State government, I think 
that is wrong. I think that is an overlapping situation. 

So far as some of the taxes in the field of unemployment and the 
Federal employers’ 1-percent insurance is concerned, I say very 
frankly, in my judgment it is unrealistic to talk about repealing those 
taxes. 

I think the original theory of unemployment taxation generally 
was to help the employee where his employment was severed during 
that interim period, until he would get a new position. 

This all took place long before I was ever connected with the Fed- 
eral Government aid got it, and I think that that theory has been 
accepted as part et our Federal law. 

So, aside from Federal excise taxes, in which I am very frank to 
say I do not believe the Federal Government has any business in the 
Federal excise field, we do have problems of income taxes. 
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Then, to just touch on the Federal gift tax, my recollection is that a 
small-business man would have to be pretty successful in order to be 
taxed by the Federal Government in making gifts to his children. 
My recollection is he can do it at the rate of $3,000 a year to as many 
children, or others, that he wants to have participate in his benefac- 
tion. And in addition to that—— 

Am I right on that? 

Senator Humrpnrey. Six. 

Mr. Erickson. Six, if he is married. 

Senator Kucuev. It is my understanding of the gift-tax law that 
a person may make as many gifts to as many people i in any calendar 
year to the extent of $3,000 apiece, a person, without being subjected 
to Federal gifttax. Isthat right or wrong? 

Senator Humpnrey. Buta married couple may give $6,000 together. 

Senator Kucnen. So that it seems to me that while I might be able 
to agree with you that Federal estate and gift taxes also ought to be 
relinquished to the State governments, I do not think it is realistic 
to talk in terms of doing that now, and I do not know that I would 
be able to accept that. 

So, again, we come back basically to the income-tax field, and it 
may be there that this committee could well consider some setoff to 
the individual small-business man for the services he performs to the 
Federal Government in doing what a generation ago would not have 
been done by him but by the Federal Government. 

Mr. Cotzy. Well, vou have hired him. 

You know, he is in a good deal like the same position as I used 
to feel I was when I was 6 years old, when my father would send 
me out to cut the switch that he would whip me with. [Laughter.] 

Mr. Ruopes. Senator Kuchel mentioned the point I was going to 
make. 

You take a small-business man, Bert, and he does not have to get 
very large before he is paying probably $3,000 a year in payroll. in 
order to keep these records that the Federal Government makes him 
keep for withholding, for excise taxes and what have you. 

True, he can deduct that $3,000 as a business expense, but he still 
is out the difference between the amount of money that he would 
have been able to keep and the amount he would have paid in taxes 
if he had not had to have that particular employee. 

I think that there might be a great amount of justice, and frankly 
I thought you were going to suggest that, that a businessman be 
given some sort of an exemption, perhaps on some sort of a sliding 
or predetermined scale, to compensate him for the amount of money 
which he pays to keep the records that the Federal Government wants 
and which he cannot recover under any circumstances. 

Mr. Corzy. Well, that is what I had intended. I did this in a 
hurry, John. 

Mr. Ruopes. Is that pretty much along the lines of your thinking? 

Mr. Corzy. Itis. That is along the lines of my thinking. 

Mr. Ruopes. That is a pretty good suggestion. 

Senator Gotpwater. Thank you, very much. 

Mr. Cotsy. Thank you, very much gentlemen. 

Senator Gotpwater. Our next witness is Mr. Paul McCoy, who is 
of the Despatch Laundry. 
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Paul, it is nice to have you. 

You do not havea prepared statement ? 

Mr. McCoy. No. I had a labor problem last week. My statement 
isshort. Ihave a single copy. 

Senator Gotpwater. That is all right. 

You proceed as you care to. 


STATEMENT OF PAUL McCOY, DESPATCH LAUNDRY & DRY 
CLEANERS, INC., PHOENIX, ARIZ. 


Mr. McCoy. Like the Senator said, I am in the laundry and dry 
cleaning business—The Despatch Laundry and Dry Cleaners, by 
name. We employ from 60 to 90 people, fluctuating w vith the seasons. 

It is my impression that this hearing, so far as you people are con- 
cerned, is a listening post to hear from us smaller-business men, our 
impressions, or complaints of the Federal tax structure, as we see it. 

At any rate, I am not going to be presumptuous enough to tell you 

people how to build that tax structure. That, we will leave to people 
as know a lot more about it than I can ever hope to know. 

I hope that I can be more constructive by passing on the criticisms 
that I hear from day to day. It goes without saying that criticism 
is about all a person can hear in taxation discussions. My: impressions 
were not polled, either. If you want to hear about taxes, you do not 
have to ask questions, you just have to listen. 

Of course. 90 percent of the people that we talk to, or hear, do not 
know very much about the problems that you people face in trying to 
prepare an equitable tax program. ‘They only know of their own 
problems. And it seems that most of those problems are taxes. 

It is very common to hear: “The big corporations don’t pay their 
share of the taxes, because they have expensive tax lawyers and ac- 
countants who can figure out ways to beat the taxes.” 

One of the many things that bring on this sort of thinking, I be- 
lieve, is some of the mailing pieces that we all receive. I received es 
recently a brochure from one of these houses that starts out by saying 
and I quote: 

In today’s tax setup there are a few special provisions that, properly applied, 
can make a fortune for the man who runs a company. These tax moves pay off 
so heavily that they are musts for anyone who wants to make 1957 a big money 
year. 

They then go on to list 8 or 9 ambiguous suggestions such as: 

(1) A move that saves $5,500 in taxes w henever the c ompany adds a 
new product, a new service, a new line of merchandise. One com- 
pany er made $143,000 with this arangement. 

(2) A way aman with a son in college—who cost him, say, $2,500 a 
year—can provide income directly to the son and in this way save more 
in taxes than the whole $2,500 a year. 

(3) A private arrangement with your company that pays you, say 
$100,000 as a salary over a 10-year period after you quit. This is in 
addition to any pension you may draw. 

(4) Anapproved me thod that permits the company to take on a sub- 
stantial part of its topman’s own expenses, such as insurance, medical, 
automobile, vacation, dining, and so on, so that it is decuctible by the 

company and not taxable to you, 
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(5) A simple arrangement between yourself and your wife that 
permits you to divide about $75,000, or more, among your children en- 
tirely free of tax. 

These suggestions, and other part-truths that we hear, I think, can 
be most frustrating to the average small-business man, who probably 
does not have, or will not take the time to investigate these sales pitches, 
and, at least to a certain degree, they are just that. 

Senator Humpnrry. Do not be too sure. Some of them are. Some 
of them are very true, I regret to say. 

I did not mean to interrupt you, but I am somewhat familiar with 
what you call “loopholes.” 

Mr. McCoy. I realize that. 

The effect that they probably will have is to make him wonder just 
how much of that sort of thing is happening, and possibly justify 
in his own mind a few little shady maneuvers of his own. 

Fortunately, most people are essentially honest, so their reaction 
would be to go out and hire one of our thousands of tax experts, who, 
being a deductible expense, cost the Government and the taxpayers 
millions of dollars each year. 

I am not one to recommend that we have a propaganda ministry, 
but on the premise that lack of knowledge—in this case, of our tax 
problems—is one of our greatest producers of ulcers, 1 wonder if it 
would not be a good idea for the Government to make some more 
effort in that educational direction. 

It is true a lot has been done in that direction, but the average 
person still freezes when the time comes to look at income taxes. 

Along with that same educational program, it would be a tremen- 
dous help to our frustrations and, yes, even our morals, if a short tax 
form for small businesses could be made. 

It is conceivable that a group of “sharpies” will learn how to poke 
holes in a short form, too, but at least it would cut down on the num- 
ber of ways that itc ould be done. 

I realize how confounding it can be to have someone put questions 
to you—such as suggesting a short tax form—without an intelligent 
solution to those questions. For that, I am sorry, but as I have ‘said 
before, it is too much for me to figure out how. But I certainly 
think that it would be a boon to the aver age small-business man, if life 
could be a little simpler, and the temptations to cut a corner here and 
there were removed. 

Along with the economies that it would bring about, I believe that 
a short tax form for small businesses would be well worth the cost 
and effort that would be required; that is, assuming that it is even 
possible. 

Fundamentally, everything we all want comes right down to the 
very reason that you people are here. We all want the most stream- 
lined, economical, effective tax program and Government that we 
can possibly attain. 

I know that you will agree with me that the indirect economies that 
we could bring about in our operating costs would be tremendous 
with a simpler tax form. It is conceivable that we could save our- 
selves collectively $4 or $5 billion a year, considering what we small 
businesses spend preparing, and what the internal revenue collector 
spends on the mountains of paperwork required on our tax forms 
that we are now using. 
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It seems to me, too, that an item like that could be sold, even if it 
was accompanied by a few shortcomings. 

So I repeat, gentlemen, it certainly would be a fine thing if we 
could simplify our tax forms a little more. 

Senator Gotpwater. Senator Humphrey. 

Senator Humwrurey. I want to thank the witness. I am sure the 
witness is familiar with the fact that the Senate Small Business Com- 
mittee did publish a booklet of advice and counsel to small-business 
enterprises—— 

Mr. McCoy. Yes. 

Senator Humrurey (continuing). On tax problems, which, by the 
way, was, I will not say it was a best seller but the best “give-awayer.” 
We had a tremendous request for them, and I believe that the sugges- 
tion that you have made of trying to bring to the attention of the gad 
nessman his legitimate deductions that are provided for in tax law, 
as to take him out of this realm of mystery, would be very helpful. 

T do not quite know how we can better do it than was—yes, I do, too. 
I think it is fair to say that the initial step that was made was helpful, 
and we could refine that a great deal. And you are suggesting a sim- 
plified form like we have for individual taxes. 

Mr. McCoy. If possible; yes. 

Senator Humrnrey. I want to thank you for your comments. 

Senator Gotpwater. Senator Kuchel # 

Senator Kucuetn. Yes. 

I want to read just a very short statement from the Presidential 
Cabinet Committee on Small Business, which is right down the alley 
of what you are talking about. [ Re: ading: ] 

The wage reporting by employers for purposes of social-security records and 
income-tax withholding be simplified. 

At present an employer must file five reports a year with the Internal Revenue 
Service on the earnings of his employees. Four are quarterly statements that 
are used in the administration of the social-security system. Still another is 
used in the administration of the individual income tax. Since the latter report 
would suffice to meet the needs of both the old-age and survivors insurance 
system and of the Internal Revenue Service, the quarterly reports should be 
eliminated. 

I mean that is just cold turkey, making that recommendation. It 
goes on to state that the Hoover Commission task force has also recom- 
mended that. And I think that that cert: uinly should not stop with 

respect to that type of form but run the whole gamut of your business. 
And I enthusiastically support that. 

Let me ask just one more question: What is your definition of small 
business ¢ 

Mr. McCoy. Well, gosh, it has been so general, it is anything under 
American Motors, as Bill said one day. It is hard to think of it. 

What I think of small business is a small dry-cleaning or laundry 
member. 

Senator Kucie:. How many employees do you have? 

Mr. McCoy. Right now, about 65. We hit 90 in the winter. 

Senator Kucuent. Thank you. 

Senator Gotpwater. Thank you. 

We had hoped to hear from John Hazelett. And we have one 
more witness who was scheduled this morning and whom we want to 
hear before we break up for lunch. So, without objection from the 
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committee, I will have inserted into the record a statement by John 
Hazelett, CPA. 

Senator Humpurey. Very good. 

(The statement referred to 1s as follows:) 


STATEMENT OF JOHN M. HAZELETT, CERTIFIED PUBLIC ACCOUNTANT, PHOENIX, ARIZ., 
SEPTEMBER 16, 1957 


To: United States Senate Small Business Committee. 
Subject: Recommendations for small business tax relief to be heard in Phoenix, 
September 16, 1957. 

1. Allow $50,000 in earnings at the normal tax rate before the surtax rate 
goes into effect, rather than $25,000. Feel this is not high enough to give large 
corporations ideas to cause “spinoffs” or “breakups” to take advantage of mul- 
tiple exemptions but low enough to aid small firms. 

2. Should stop requirement to set up salvage value of depreciable assets pres- 
ently being pushed by Treasury Department. Feel all assets should be allowed 
to be depreciated to zero over normal life of equipment as salvage value calcu- 
lations are extremely cumbersome, impossible of exact termination, and serve 
no real purpose as Treasury Department will get tax sooner or later anyway. 
This is believed to be unnecessary paperwork on small or any business. 

3. Feel limit should be placed on tax imposed on any designated income to 
not exceed 100 percent. Under present circumstances a corporation president 
can incur special entertainment or travel expenses of say $10,000 in a year. 
Corporation feels they are allowable business expense and reimburses him for 
these expenses. Revenue agent comes along and says they are personal rather 
than business expenses and taxes corporation at maximum rate of 52 percent 
or $5,200. As president can be in individual bracket say as high as 70 percent, 
the receipt of this $10,000 is usually ruled as taxable income or even a “divi- 
dend” to him necessitating his payment of an additional $7,000 in taxes which, 
when added to the $5,200, produces a total tax of $12,200, or 122 percent on the 
$10,000 disallowed deduction. It is felt this is distinctly erroneous, improper, 
and confiscatory taxation and certainly should be limited to no more than 100 
percent taxation. 

4. Small business is plagued with the problem of how to buy out the estate 
of a deceased partner so as not to have to sell its assets at sacrifice sale prices 
for quick funds necessary for an estate to pay necessary death taxes. A meas- 
ure to extend the payment over a period of as many as 4 years would greatly 
ease this problem of how to raise money to pay estate taxes. 

Respectfully submitted. 

JOHN M. HAZELETT, C. P. A. 


Note.—John M. Hazelett is a CPA, member of the American Institute of 
Accounts and authorized to practice as an agent before the United States Treas- 
ury Department. During World War II he was head of the tax department 
of Consolidated Vultee Aircraft Corp., at San Diego, Calif., and is now president 
of Superior Equipment Co., one of Arizona’s leading construction equipment 
firms. 

Senator Gotpwater. The next witness will be Mr. Joseph Melczer, 


who is an attorney at law. 


STATEMENT OF JOSEPH T. MELCZER, JR., ATTORNEY AT LAW, 
PHOENIX, ARIZ. 


Mr. Metczer. Mr. Chairman and members of the United States 
Select Committee on Small Business, in my opinion the Federal tax 
structure has had a greater impact on small business than on other 
segments of our economy. Although small businesses may be able to 
operate at a profit, under the present tax structure, small businesses are 
at a great disadvantage from the standpoint of providing for their 
expansion and modernization. 

It is frequently impossible under our present tax structure for small 
businesses to raise needed capital for expansion and modernization, 
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since small businesses are usually unable to raise such funds through 
security sales or bank loans. 

I concede that some large corporations also have problems with re- 
spect to raising needed capital for expansion, but the large corpora- 
tions are better able to cope with such problems under our present tax 
laws than the small business. 

I firmly believe that there should be an overall rate reduction for 
both individuals and corporations. In my opinion such an overall 

rate reduction will stimulate business growth and expansion and pro- 
vide an incentive to produce : additional income. In addition to an 
overall rate reduction, I believe that there should be some special tax 
relief for small business. 

I shall now consider and appraise the following suggestions for 
small business tax relief : 

1. Permit estate taxes to be paid in installments over a period of 
years: The estate tax is presently due within 15 months from the date 
of death of the decedent. Under the present law, it frequently be- 
comes necessary to sell a decedent’s interest in a small business at a 
forced sale in order to raise the necessary money to pay the estate tax. 
This often results in severe hardship to the decedent’s family. 

Section 6161 (a) (2) of the Internal Revenue Code of 1954 permits 
the Secretary or his delegate to extend the time for payment of the 
estate tax for a reasonable ] period not in excess of 10 years from the date 
fixed for payment of the tax in cases where the Secretary or his dele- 
gate finds that the payment on the due date will result in undue 
hardship to the estate. 

It has been proposed that the present statute be amended by per- 
mitting the executor to elect to pay the tax in 2 or more but not exceed- 
ing 10 installments in cases w here one-half or more of the gross estate 
consists of stock cr investments in closely held business enterprises or 
by defining the term “undue hardship.” 

In H. R. 5631, introduced in the 1st session of the 85th Congress, 
a closely held business enterprise was defined as: 

(a) A business corporation having 25 or less stockholders; and 

(>) A business Pe weenee: having 25 or less partners. 

Another S. 348, 85th Congress, 1st session—was to define 
“undue hardship” as follows: 





There shall be considered to be an undue hardship to an estate in any case in 
which property comprising 50 percent or more or the value of the gross estate 
consists of any of the following: 

(1) Capital assets (other than money), or property used in the trade or 
business of an unincorporated business enterprise in which the decedent owned 
a proprietary interest. 

(2) An undivided proprietary interest in a partnership of which the decedent 
was a partner. 

(3) Stock of a corporation in which the decedent owned (at the time of his 
death) 10 percent or more of all outstanding stock. 


T am in favor of permitting the estate tax to be payable in install- 
ments in cases where undue hardship would otherwise result. How- 
ever, I do believe that careful consideration should be given to de- 
fining the terms “closely held business enterprises” or “undue hard- 
ship” so as to include individuals, such as farmers, as well as those 
having an interest in a business corporation or a partnership. 

At times, a farmer may have an entire estate tied up with a cotton 

ranch or some other type of ranch, and if he did not have an extended 
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time to pay the estate tax, it might be necessary to dispose of the 
‘anch ina forced sale. 

In the event an election is granted to pay the estate tax in install- 
ments over a 10-year period, a practical problem may arise with respect 
to the discharge of the executor from personal liability for the tax. 
Most executors will not wish to remain personally liable for the pay- 
ment of the estate tax for a 10-year period. 

Consideration might be given in such cases to releasing the executor 
from personal liability and imposing a lien for the payment of the 
tax on the assets of the estate. In most of such cases the principal 
asset will be the interest in the small business which can be easily 
identified. 

I believe that the whole of the unpaid tax should become immedi- 
ately due and payable if the business is sold, or if any installment of 
tax 1s not paid on or before the due date. 

2. Permit partnerships and proprietorships to elect to be taxed as 
corporations: There is also an alternate proposal to permit corpora- 

tions to be taxed as partnerships. 

Section 1361 of the 1954 Code permits certain proprietorships and 
partnerships to elect to be taxed as corporations under certain cir- 
cumstances. It has been proposed that certain corporations be per- 
mitted to elect to be taxed as partnerships under certain circumstances. 

The present provisions of section 1561 are somewhat complicated 
and the regulations have not yet been issued to date. Although I have 
had no clients who have elected to be taxed as a corporation under 
section 1361 of the 1954 Code, I did hear of one instance where the 
taxpayer made such election and now he regrets it. 

In my opinion, I do not see any necessity for permitting a partner- 
ship to be taxed as a corporation or vice versa. I believe there are 
certain advantages of a corporate organization, such as limited lia- 
bility, facility of transferring interests and continuity of existence, 
and I see no reason why it should be necessary to permit a corporation 
to be taxed as a partnership or permitting an individual or partner- 
ship to be taxed as a corporation. 

Senator Humpnrey. May I just ask committee counsel, do we have 
any specific cases where we know that transfer of this alternative has 
been used and any case histories as to what the results were ? 

Mr. Erickson. I think Mr. Melczer will agree that no regulations 
having been issued, has made it difficult for tax consultants to advise 
clients, and that is the reason many people are in trouble when they 
have made the election because the regulations have not spelled out 
just how the election is to be made and what the election shall be. 

Mr. Stutts. Furthermore, Secretary Humphrey, testifying before 
the Finance Committee on this bill that Senator Sparkman ‘and the 
three members of the committee, sitting at the table cosponsored with 
him, stated, since there had been no regulations, nobody had made such 
an election. 

Furthermore, with the present corporate tax rate of 52 percent on 
the corporation, it would mean that a proprietor of a business would 
have to earn a great deal of money, particularly if he were a married 
man and allowed to file a joint income, before it would be worthwhile 
for him from a tax point of view to switch over to the corporate form. 

On the other hand, if the graduated tax plan which Senator Spark- 
man and which Mr. Leggett today proposed were put in effect, obvi- 
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ously 1361 would have to be made effective, because then many part- 
ner ships would want to get in on the lower corporate tax rate. 
Senator Humenrey. Yes. 

Mr. Erickson. Senator, in addition this is a very important point, 
because although many businesses have not chosen to use the election, 
the fact that many of the provisions which have been suggested for 
small-business tax relief can be given only if there is an ability of a 
corporation, regardless of its legal form of operation, to choose to 
take advantage of the different relief measures, and this election 
backward and forward would give that opportunity. 

Mr. Sruuts. I think the reason that our committee sponsored the 
bill, I might say to the witness—he seemed not to be too favorably 
inclined—was that the committee felt that Federal tax considerations 
ought to be minimized when a businessman has to make entrepreneur 
decisions. 

As one of the other witnesses said today, too many businessmen can- 
not make a decision without having to talk to the tax lawyer and to the 
CPA and everybody else. 

This committee would like him to make his decisions as a business- 
man and not be halted by the tax lawyers for making what was and is 
a sound business decision, purely because of a quirk in the law. 

Mr. Ruopes. Is it not so true that even with the passage of this 
law, in order to derive all of the advantages of being taxed as a corpo- 
ration, is the fact he would have to be incorpor ated. 

In other words, you cannot wnty well, can you, deduct the salary 
which you otherwise would pay ? 

Mr. Menczer. The way the law was set out, it was under that 
premise that he could. 

Mr. Ruopes. He could mix it with a proprietorship. 

Senator Humrurey. Senator Goldwater has to go to an appoint- 
ment. You proceed. 

Mr. Mevozer. I am definitely in favor of permitting taxpayers to 
use the alternative methods of depreciation provided by section 167 
of the 1954 code for used property. I believe that the existing statute 
is not fair in permitting liberalized depreciation to be used “only in 
cases where the original use commenced with the taxpayer. 

In my opinion, it should be immaterial whether the property is 
new or used with respect to permitting the use of liberalized depre- 
ciation. 

4. Permit a proprietor of an unincorporated business to be treated 
as an employee under a qualified pension, profit-sharing, or stock 
bonus plan: It has been proposed that section 401 of the Internal 
Revenue Code of 1954 be amended so as to permit the proprietor of an 
unincorporated business to be treated as an employee under a qualified 
pension, profit-sharing, or stock bonus plan in cases where an indi- 
vidual who— 

(a) Owns a proprietary interest in an unincorporated business 
enterprise, and 

(b) Performs services in the conduct of the trade or business of 
such business enterprise, which, if performed by an individual who 
does not own a proprietary interest in such business enterprise, would 
constitute services performed by an employee—and also in the case 
of members of a partnership, all of whom perform the services just 
described above. 
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I believe that the existing law is inequitable in not permitting in- 
dividual proprietors to have the tax benefits under a qualified pension, 
profit-sharing, or stock bonus plan, and I am definitely in favor of the 
proposed revision. 

I further feel that some provision should also be made to permit 
professional men to have the tax benefits of a retirement plan, such 
as has been proposed by the Jenkins-Keogh bill. 

5. Graduated corporate tax rates: It has been proposed that there 
be graduated corporate tax rates rather than the existing provision 
of the normal tax equal to 30 percent of the taxable income and a 
surtax equal to 22 percent of the amount of the taxable income in 
excess of $25,000. 

I am in favor of graduated corporate rates for taxable income up to 
$100,000. I suggest that consideration be given to a graduated corpo- 
rate tax rate along the lines of S. 352, 85th Congress, 1st session, except 
that I believe the rate for taxable income over $100,000 should not 
exceed 50 percent. 

Also, consideration might be given to having fewer brackets. For 
example, the first bracket, instead of being $5,000, could be for taxable 
income not over $10,000, which might be taxed at 10 percent. 

A suggestion has been made that small businesses should be en- 
titled to have a standard deduction in computing their income tax. 

Although I realize that some very small businesses keep inadequate 
records, I am not in favor of permitting the standard deduction for 
small business. Small businesses, under the present law, are required 
by law to keep detailed records, and I believe that their deductions 
should be itemized. 

Senator Humpnrey. I just want to interrupt to say one word about 
all these records one has to keep. 

Mr. Mevozer. Sure. 

Senator Humepnrey. [ know they are a great burden and it has 
necessitated a rather elaborate system of accounting in many busi- 
nesses. But, by the same token, it has given the small-business man 
a picture of his business he never had before. 

Mr. Metczer. That is true, Senator. 

Senator Humpnrey. First of all, they have gotten cash registers 
that work. 

Mr. Metczer. Yes. 

Senator Humpurey. It is harder to get your hand in them, you 
know. 

Mr. Metozer. That is true. 

Senator Humpnurey. You bet. 

And while the tax laws have taken their toll in terms of the cost 
of the accounting, they have compelled many a businessman to keep 
better inventory control, they have given him a current year by year, 
month by month evaluation of the trends in his business. And many 
a businessman did not know whether he was coming or going in prior 
years, only to end up finding out that the sheriff was after him and 
he did not quite know why. 

Now, at least, you know why. [Laughter.] 

Go right ahead. 

Mr. Metczer. It has been proposed that if the taxable income of a 
person engaged in trade or business does not exceed $150,000 for the 
taxable year, that such person may treat expenditures for the con- 
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struction, reconstruction, erection, installation, improvement, or ac- 
quisition of any facility, land, building, machinery, or equipment, or 
any part thereof, used in the trade or business as expenses which are 
not chargeable to capital account to the extent that such expenditures 
do not exceed the limit determined under the following table: 


If the tax income is: The limit is: 

rot OFer BrCl ee... ca sceomte 50 percent of taxable income. 

Over $10,000 but not over $25,000_ $5,000, plus 40 percent of excess of 
taxable income over $10,000. 

Over $25,000 but not over $50,000_ $11,000, plus 30 percent of excess 
of taxable income over $25,000. 

Over $50,000 but not over $100,000_ $18,500, plus 20 percent of excess 
over $50,000. 

Over $100,000 but not over $150,000_ $28,500, plus 10 percent of excess 


over $100,000. 

Under the existing tax structure, small businesses are frequently 
unable to expand or modernize. ‘The existing law provides for de- 
preciation based on cost. In periods of inflation, such as we have 
had during the last 10 years, it is much more expensive to replace 
property. 

For example, certain machinery may have been acquired 10 years 
ago at a cost of $100,000 and it may now cost $250,000 to replace 
such mac hinery. There is no provision in the present law to properly 
cover such a situation. 

I believe that there is great merit in the proposal to permit a de- 
duction for an additional investment during the taxable year. 

L believe that there is also some merit in the suggestion that if 
the average taxable income of any person for the preceding 5 years 
dloes not exceed $50,000, then such person should have the election of 
depreciating any property thereafter acquired having a useful life in 
excess of 5 years and which is used in his trade or business under the 
straight line method as if the useful life of the property were 5 
vears. 

8. Increase exemption of corporate income subject to surtax: As 
previously stated, I am in favor of a graduated corporate tax rate and 
favor a flat rate on all corporate net income in excess of $100,000, 
rather than imposing the surtax of all in excess of $25,000, as is the 
present law. 

A suggestion has also been made to reduce the corporate normal 
tax. Rather than having a flat reduction of the corporate normal 
tax, I am in favor of a graduated corporate tax rate. 

In summary, I wish to again state that I am in favor of an over- 
all rate reduction for both individuals and corporations, but I do 
concede that special relief is required for the small-business man. 

Senator Humpurey. Mr. Melczer, we are very grateful to you for a 
most informative paper and presentation. These suggestions are 
concise, and they are understandable, and they are very practicable. 

I personally want to express my gratitude, and I know I speak for 
the committee. 

[ will ask Senator Kuchel if he has any questions he would like 
to ask. 

Senator Kucnuen. No, except I completely agree with the chairman. 
Your paper is great and some of the ree ommendations you make are 
excellent. I am prepared to accept them wholeheartedly. I appre- 
‘ate your thoughful presentation. 
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Mr. Mevozrr. Thank you, Senator. 

Senator Humpurey. Congressman Rhodes? 

Mr. Ruopes. Just to say, Mr. Chairman, this is the type of work we 
in Arizona have been led to expect from Mr. Melezer over a long 
period of time. He is one of our foremost attorneys, and specializes 
in this type of work. 

Senator Humpnrey. I understand, Mr. Erickson, that you had met 
prior to this hearing with Mr. Melezer. You may have some ques- 
tions that you want to pose to him. 

We will get you two lawyers together here and just us ordinary 
folks will listen for a moment. 

Mr. Ertcxson. Two very brief ones, Mr. Chairman. 

On page 3 of your statement, Mr. Melezer, you suggest that we 
should look very carefully at defining the terms “closely held business 
enterprises” and “undue hardship” in extending the time during 
which a man may, or during which an estate may pay its estate taxes 

Mr. Metczer. Yes. 

Mr. Ertcxson. Above that, you had quoted certain definitions. 1 
wonder if you think those are appropriate / 

Mr. Metczer. I do not believe the definition in the House bill is ap- 
propriate because it is limited by the number of stockholders or the 
number of partners. For example, you could have a business that 
had a very large net worth, where they were in a liquid position where 
it would not be necessary to get such an extension. 

I have no particular “definition in mind, except that I feel that the 
Senate bill definition would be much more adequate than the defini- 
tion in the House bill. 

Senator Humpurey. Will you study that Senate bill carefully for 
us, Mr. Melezer? 

Mr. Metczer. Yes, sir. 

Senator Humpnurey. We will get a little free advice and counsel 
from you. 

I would really like to have the attorney here look over the definition 
in the Senate bill, not only from the point of law as you see it theoreti- 

cally, but as it would be applied in these practical situations. 

Mr. Mexczer. I will be h: appy to, Senator. 

Senator Humenrey. And give us maybe an extended memorandum 
on that. 

Mr. Metcozer. Surely. 

Mr. Erickson. One further question, Mr. Melezer: On page 5, the 
discussion under 3, you discuss the alternative methods of deprecia- 
tion for used machinery. 

Mr. Meuczer. Yes. 

Mr. Erickson. In your personal practice, do you not find that the 
only businesses who would get the majority benefit of such a provision 
would be in fact small businesses / 

Mr. Metczer. That is true. Because in many instances the small 
business man is not in a position to pure hase new equipment, so that 
I think that this relief would be gr anted principally to the small-busi- 
nessman. Most large businesses purchase new equipment. 

Mr. Erickson. That is all. 

Senator Humrurey. And much of this used equipment for all prac 
tical purposes has many years of utility. 

Mr. Merozer. That is correct. 
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Senator Humpurey. And should be judged for tax schedule pur- 
poses on the basis of its new use. 

Mr. Metczer. Yes. 

Senator Humpurey. Rather than the newness of the equipment as 
such. 

Mr. Srutrs. Do you feel the administrative difficulties are in- 
surmountable? I think the reason the Treasury in the past has taken 
this point of view—that it should apply only to new equipment—is 
because you can transfer it back and forth. 

Mr. Metozer. Well, there can be cases involving mergers and con- 
solidations, transfers back and forth between controlled corporations, 
but I believe in most cases that it can be controlled. And I feel that 
it is a suggestion that contains a great deal of merit to the small- 
business man. 

Mr. Sruirs. You would not feel the potential of abuse is reason to 
reject a good scheme 4 

Mr. Meuczer. I do not, and if you were able, you might set some 
limitation, as has been suggested, on the amount of used property that 
could be acquired in any one year that would be subject to the liberal- 
ized depreciation. 

Senator Humpnrey. You could put some rather heavy penalties also 
on fraud. 

Mr. Mecczer. Surely. 

Senator Humpurey. By even increased ones, by such things as hav- 
ing serial numbers for used equipment and transfer 

Mr. Merozer. Yes. 

Senator Humpnurey. For purposes of tax evasion could be stepped 
up, penalties that might make it less enticing. 

Mr. Metczer. That is true, Senator. 

Senator Humpurey. Now, one point, you said, “I believe there is 
great merit in the proposal to permit deductions for additional invest- 
ment during the taxable year. 

There have been several proposals along that line. 

Mr. Merczer. Yes. 

Senator Humprurey. What you are saying is, if you utilize current 
profits for purposes of current and contemporaneous plant expansion 
or improvement that you give special tax considerations to that? 

Mr. Metczer. That is correct, Senator. 

Senator Humpnrey. Do you have any more details on that at all 
that you would like to present to us at any time? Iam very interested 
in this proposal. 

Mr. Mevezer. Yes. I believe something along the lines suggested, 
I mean based on the net income in allowing a certain percentage of 
that to be deducted currently. 

Senator Humpnrey. Page 7, you did. 

Mr. Mevczer. Yes. 

Senator Humpurey. The last question I have is, it always gets down 
o: Where do we get the money 4 

Everyone has to face up to the fact that taxes, while they are burden- 
some, are necessary, too. 

Mr. Meiczer. Surely. 

Senator Itumpnrey. I know one time I heard a person speak of taxes 
as shares. This isa great country. It is not for the purpose of pena- 
lizing people but it is for benefiting people. 
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Needless to say, there are many kinds of waste in all American 
households. It is an old American custom. All you need to do is to 
look in garbage cans and you will find out. 

When you get down to item No. 8, the last page, “Increase exemption 
of corporate income subject to surtax,” what would be the effect on 
revenue ¢ 

Mr. Metcozer. Senator, to begin with, I am sure it will reduce the 
revenue. But I feel over a comparatively short length of time, it 
would be an incentive to produce additional income and ultimately it 
should not result in a great loss of revenue. 

I believe the figures with respect to the 1954 act bear out the fact 
that although there were certain reductions made, that the income has 
just about come to where it was—I mean prior to the time that the 
reductions were made. 

Senator Humprurey. In other words, your thesis is, and theory, 
which you feel can be justified—and I share that feeling—that rate 
reduction or schedule adjustments on the tax schedule do not neces- 
sarily mean revenue loss ? 

Mr. Merczer. That is my point. 

Senator Humpnurey. They can have economic implications to in- 
crease economic productivity, and therefore the revenue comes into the 
Treasury. 

Mr. Mevozer. Yes. 

I think in many instances it would provide an incentive for pro- 
ducing additional income if the rates were lowered. 

Senator Humpnrey. Well, I surely want to express my gratitude 
to you for your enlightening statement. 

Thank you, very much. 

Mr. Metozer. Thank you. 

Senator Humrurery. We will recess these hearings until 2 o’clock 
this afternoon, the same place. 

(Whereupon, at 12:30 p. m., the hearing was recessed, to recon- 
vene at 2 p. m., of the same day.) 


AFTERNOON SESSION 


Senator Humpurey. Our first witness this afternoon will be the 
Congressman from the second district, Mr. Stewart L. Udall. 

Congressman Udall, we are very happy to have you here, and may 
we also suggest that after you have given your testimony that if you 
should care to we should like to have you sit in with the committee. 
You are more than welcome. 


STATEMENT OF HON. STEWART L. UDALL, A REPRESENTATIVE IN 
CONGRESS FROM THE SECOND CONGRESSIONAL DISTRICT OF THE 
STATE OF ARIZONA 


Mr. Una. I do appreciate that, Senator, and I will try to remain 
and participate with you in these important hearings. 

I think your committee has performed a real service in coming out 
here on the economic frontier to hear some of our businessmen. 

I have a prepared statement, which I will read, and perhaps sup- 
plement it with 1 or 2 other comments. 
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Mr. Chairman, I hope my appearance before you today will be 
more than an exercise in carrying coals to Newcastle. 

Your committee knows better than I that the small-business seg- 
ment of our economy has not been sharing our general prosperity. 
Too, your previous hearings have documented the troubles of small- 
business men who are trying to get a foothold in our ec onomy, and 
the unhealthy trend toward the concentration of economic power in 
the business world of our country. 

| believe we can all agree that the long-run success of our economic 
system ultimately rests on keeping the door of opportunity open to 
the new enterpriser with risk capital. By the very nature of our sys- 
tem, there will always be those who fail, in business as well as in 
other endeavors. 

However, the point we should be concerned about is not that some 
should fail, but that enoough beginnérs succeed in order to preserve 
the real ideal of our society—an open-ended economic system where 
small-business men with initiative, imagination and good judgment 
may always have a reasonable chance to succeed, 

Although Arizona has been going through a period of explosive 
growth since the end of World War LI, we have had our share of 
small-business failures here, 

This is due in part to the fact that we are on what might be called 
the economic frontier of America, and some of our pioneer enter- 
prisers have more risk capital and pionering spirit than good judg- 
ment. 

But at the same time, there are grounds for concern over the increas- 
ing number of busmess failures in our Stnate. According to the 
administrative officer of the United States courts this is the picture 
of bankruptcies filed since 1950: 1950, 116; 1951, 8S8—I would assume 
that represented the ups urge during the height of the Korean war 
period; 1952, 113; 1953, 120; 1954, 193; 1955, 287; 1956, 397. 

According to aainaen furnished me last week by the clerk of the 
United States district court, bankruptcy filings are running at a rate 
which will reach 500 this year. 

[ realize that these statistics are only one facet of the picture, 
but this isan important facet nevertheless. 

Your committee is primarily concerned with the very real possibility 
that our Federal tax system may have played a part in dropping many 
small businesses by the wayside and/or preventing many going con- 
cerns from expanding their operations. 

During the past week, my staff and I have attempted to canvass a 
cross-section of spall DRE men in my own community, Tucson. I] 
have discussed with these businessmen the various proposals under 
consideration by your co nae and, drawing heavily on their opin- 
ions, I have come to some conclusions which I would like to submit 
for your consideration. 

In the first place, it seems to me that the tax reform which seems to 
hold the most hope, in the long run, for the small-business man is 
the graduated corporation tax proposed by Senator Sparkma». —Al- 
though I would add that as far as IT am concerned, the Se 
Patman proposals do go a little further than I think T would go. 

I am also of the opinion that the legislation proposed last spring by 
Senator Fulbright—to reverse the minimum rates on corporate ‘and 
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surtaxes—has considerable merit, and I would like to see this proposal 
receive careful consideration by the committees of the Senate and 
House. 

Senator Kucnen. May I interrupt you there, Congressman ? 

Mr. Upatu. Yes. 

Senator Kucner. Do you not agree, however, as a basic principle 
that any agreement given to the small corporation should be on the 
same basis as a similar business unit organized other than as a 
corporation ? 

Mr. Upatu. In other words, that partnerships and individual busi- 
nesses should receive the same treatment? Yes. 

Now, I read the debate during the Fulbright-Sparkman proposals 
last spring with considerable interest, and I realize there are two 
very definitely strong arguments and, of course, I do not think we 
want to give people who have had the foresight or the money to 
incorporate and operate under a corporate structure any advantage 
over people who do not choose that vehicle; and therefore I think that 

caution should always be kept in mind that we do not want to make a 
pretried class out of people simply because they are doing business as 
a corporation. 

I am wondering, too, in view of the continuing spiral of inflation, 
if profits exempted from the surtax should not be set somewhat higher 
than the present $25,000 figure. 

Of almost equal importance, I believe, is the necessity for special 
treatment of the inheritance tax imposed on small- and medium-size 
estates. 

It seems to me that those proposals which would permit the survivor 
to pay the inheritance tax over a period of, say, 5 years, are equitable 
and represent sound public policy. This would allow most small- 
business men to discharge inheritance tax obligations without break- 
ing the stride of their businesses. 

I have one final suggestion, Mr. Chairman, for the consideration of 
your committee. In recent years, Congress has encouraged venture 
capital, particularly in connection with our defense efforts, by legis- 
lation which permits fast tax writeoffs. Instead, this has become 
quite a controversial subject during this last session of Congress. 

Although this legislation probably served a good purpose in some 
instances—particularly during the Korean war period—it does seem 
to me that this idea is presently applied at the wrong end of the 
economic spectrum. 

I would like to suggest that your committee give serious considera- 
tion to the possibility that the fast tax writeoff device might be used 
to encourage the formation and expansion of new small businesses. 
If this concept is sound, it would enable Congress to implement the 
principle that our Government should always have paramount con- 
cern that the door of opportunity be kept open at the bottom rung 
of the business ladder. 

That completes my prepared statement, Mr. Chairman, and I do 
not know that I have anything to add, except to add my thanks to 
your committee for coming out and conduc ting this field hearing. 

We Congressmen get attention, Congressmen and Senators, during 
the offseason when Congress is not in session, for our junkets, and 
it is true that some of our Members undoubtedly are abroad in the 
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various nations of the world today. But there are also some Mem- 
bers, such as you are here, doing the hard slogging work day after 
day in going around the country and hearing our citizens. And 

ours is such a committee, and I would like to commend you for com- 
ing here to Phoenix to conduct this hearing. 

Senator Humpurey. Thank you very much, Congressman, for a 
very fine statement. 

Senator Goldwater, do you have any questions that you would like 
to ask the Congressman ? 

Senator Gotpwater. No questions. I just would like to comment 
that Congressman Udall’s district is, I believe, the largest in the 
United States, although there is one in C alifornia that might dispute 
that. And I know from my own contacts in that 107,000 square 
miles that there is probably a better representation of what is truly 
the small-business man in Congressman Udall’s district than we can 
find in any other part of Arizona. 

I want to just add my thanks to “Stew” for coming up here today 
and testifying here. 

Mr. Upatu. Thank you, Senator. 

Senator Humpnrey. Senator Kuchel ? 

Senator Kucnet. Only one question. I think your discussion, par- 
ticularly of this tax amortization, is most interesting. 

Would you feel, if the recommendations which T think now have 
been made by the "Hoover task force committee and the presidential 
committee on small business and our committee, that consideration 
be given to fast writeoffs for the purchase of used machinery and 
equipment, might go a long way toward accommodating that recom- 
mendation of yours? 

Mr. Upatu. Yes, sir. 

The recommendation I have is in line with that. 

I was wondering, and I am familiar with it; I think it is a meri- 
torious proposal. “My thought was that your committee might even 
consider going a step ‘beyond that, to consider whether there are other 
situations where the fast tax writeoff idea could be applied. 

I do have this qualification in my own mind. It is something that 
has come to me after I worked out my statement. And that is this, 
that we also have to be careful, because I know your committee knows, 
that in helping small new businesses we do not discriminate against 
old small businesses. And we certainly do not want to create a situ- 
ation where the new man has an advantage that perhaps he should 
have some advantage of, but we should not put him in such an advan- 
tageous position that he can drive out another small-business man and 
harm him. 

Senator Humrnurey. Thank you very much, Stewart. 

I have no questions to ask you except to join with my colleagues 
in commending you and thanking you for being here. 

Why do you not come up here and join us for a while? 

At this stage, Senator Goldwater will proceed and call up other 
witnesses. I am going to excuse myself for just a moment and be right 
back. 

Senator Gorpwater. Our next witness today will be Mr. E. F. Mas- 
singale, representing the Retail Grocers Association. 
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STATEMENT OF E. F. MASSINGALE, REPRESENTING THE RETAIL 
GROCERS ASSOCIATION OF ARIZONA, ACCOMPANIED BY MRS. 
ALICE WARD, ACCOUNTANT, PHOENIX, ARIZ. 


Mr. Masstncate. Members of the committee, ladies and gentlemen: 

Subject : Impact of Federal taxation on small business. 

I am appearing on behalf of the members of the Retail Grocers As- 
sociation of Arizona, of which I am a member, and as a retail food 
store operator. The association is comprised of members located 
throughout this State. 

In considering tax relief for small business, the problem of retain- 
ing sufficient earnings after taxes so as to provide necessary in- 
creases in working capital as well as for additional investment in fixed 
assets seems to be the greatest need. Some relief is needed if small 
business is to expand or even survive. 

It has been stated that only 15 percent of small business is incorpo- 
rated. That 15 percent, no doubt, falls in the income bracket where 
it is to their advantage, taxwise, to have a 30-percent ceiling on the 
first $25,000 of taxable income. That 15 percent enjoys a tax advan- 
tage not accorded to the 85 percent operating as sole proprietors or 
partnerships. 

This factor was recognized when provision was made in the income 
tax law permitting partnerships and proprietorships to elect to be 
taxed as corporations. Because so few business firms have taken 
advantage of the provision indicates it is impracticable and provides 
little or no relief. 

Consideration is given to the following possibilities for tax relief: 

(1) Permit estate taxes to be paid in installments over a period of 
years: This provision set forth in bills H. R. 5735 and S. 1820 
would considerably ease the problem of closely held businesses whose 
assets are prince ipally invested in the business. To be forced to pay 
estate taxes within 15 months after death forces liquidation to pro- 
vide these taxes to the detriment of the business. 

(2) Permit partnerships and proprietorships to elect to be taxed as 
corporations: This election is presently in the law. It is either un- 
workable or provides no relief, as evidenced by the small number of 
firms taking advantage of the provision. 

(3) Permit taxpayers to use alternative methods of depreciation 
provided by section 167 of 1954 Internal Revenue Code for used 
property: No particular help would be gained by this provision. 
Used equipment has a shorter useful life and faster cost recovery is 
obtained through depreciation based on the shorter life. 

(4) Permit a proprietor of unincorporated business to be treated 
as employee under qualified pension, profit-sharing, or stock bonus 
plan: This factor should be considered, but separate from tax relief 
for small business. It should not be limited to participation where 
there is or may be a qualified plan, for many businesses do not have 
such a plan. 

Provision should be made for self-employed persons to deduct from 
taxable income an amount equal to, say, 10 percent of taxable income 
each year, which would be invested in specified Federal securities to 
provide retirement income. 

(5) Graduated corporate rates: Graduated corporate rates would 
eliminate several inequities in the tax structure. Graduated rates 
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apply to the greatest number of taxpayers. Why should it not ex- 
tend to corporations as well ? 

The corporate form of business has many advantages which more 
small businesses would undoubtedly take advantage of if it were not 
for the 30-percent tax rate on the first $25,000 of taxable income. 

It has been brought out that graduated rates would impose a heavy 
penalty on small business with a fluctuating income. This condt- 
tion could be corrected by the averaging of income over a period of 
5 years. 

(6) Permit election of standard deductions for small business: I 
do not have any comment on this particular section. 

(7) Permit deduction for additional investment during taxable 
year: H. R. 5735 and S. 1820 in providing for the deduction each 
year for investments represented by increased inventory and fixed 
assets appears to be the better plan, but it also raises a number of 
questions as to just how it will be enforced by the Treasaury Depart- 
ment. 

If the inventory is increased during the year but fixed assets after 
depreciation are less, will this reduction in fixed assets have to be 
applied against the increase in inventory and the difference deducted 
from taxable income before computing taxes? 

Suppose a taxpayer inflates his inventory at 1 year’s end to obtain 
the maximum tax relief, and the following year has a substantially 
smaller inventory. Would this decrease have to be added to his taxable 
income for that year ¢ 

The reason for the decrease in inventory may have been due to a 
decrease in business and profit. If this inventory decrease had to be 
added to taxable income, it would be a considerable burden in a low- 
profit vear. 

Under this law, would it be possible to juggle inventories? Inflate 
them every other year and receive a tax saving in these alternate years ? 

(8) Increase exemption of corporate income subject to surtax: This 
would not help the 85 percent of small business which is unincorpo- 
rated. 

(9) Reduce corporate normal tax: Small corporations need relief in 
the form of reduced normal-tax rates, but as in (8) above, it would not 
help the unincorporated small business. 

I present for your consideration a graduated tax rate for corpora- 
tions of 5 perc ent for incomes $5,000 or under, and continue upward so 
that arate of 7.5 perce nt would apply to $10,000; 10 percent to $15,000; 
13.75 percent to $20 ,000; 18 percent to $25,000; 3.15 percent to $50,000, 
with a ceiling of 52 percent, together with the continuation of the 
present election of proprietors and partnerships to be taxed as 
corporations. 

With the lower rates on earnings of less than $25,000, this should be 
more attractive for unincorporated business. 

The loss ecarry-back and carry-forward provisions take care of busi 
ness with loss years, bout a 5-year averaging of taxable income would 
provide relief for the business that has widely fluctuating income from 
year to year. 

Senator Gotpwatrer. Thank you very much, Mr. Massingale. 

Senator Kuchel, do you have any questions ? 

Senator Kucuen. No; but those are excellent suggestions in line 
with others that have been made, and I am sure will be given study. 
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Mr. Upatu. I have one question. 

I was interested in your statement on page 2, the present election to 
permit partnerships and proprietorships to elect to he taxed as corpo- 

rations. I think that was in the 1954 statute, that either it has proved 
unworkable or very few businessmen have chosen to take advantage 
of it. 

Can you tell me whether the reason is that there aren’t tax advan- 
tages under it, or is it because the Internal Revenue people are impos- 
ing too much redtape, or what is the cause of the failure of that statute 
to have the effect it was intended ? 

Mr. Masstncate. Well, I cannot answer that. I have my account- 
ant with me. 

Do you suppose you could tell us that, Alice, what the advantage on 
that—did you get the question ? 

Senator Gotpwater. Would you mind stepping up here, Mrs. Ward, 
please ? 

Mrs. Warp. I think there are several reasons as to more proprietor- 
ships and partnerships not having taken advantage of the election to 
be taxed as corporations. Possibly because so many of them obtain a 
lower tax rate, because their earnings are under $25,000. 

Sometimes the advantages gained by electing ‘to be taxed as cor- 
porations backfire on them. They build up too ymuch in the form of 
what is retained as a corporation. 

Senator Gotpwatrer. I was wondering if that perhaps was not the 
answer. 

Mr. Upauu. Part of it is the redtape and possibly may be the ac- 
countants are not suggesting the possibility of this particular 
measure. 

Mr. Masstncate. Another thing on that, Alice and I were talking 
about that possibility this morning, when you elect to be taxed as 
a corporation, that is it. You cannot go back. 

When you build up retained earnings that the Government thinks 
you are not entitled to in the use of your business, then it is too late. 

Mr. Upatu. That is an irrevocable situation, particularly in regard 
to future tax problems. 

Mr. Masstneare. That is right, unless you sell your business out 
and dissolve your corporation. That came up just this morning and 
we talked about that thing. 

Mr. Upaut. There is just one other problem I am interested in and 
it is not covered in your statement. 

One of the economic problems in the field of retailing, particularly 
retail grocers, is the impact on the retail grocer of the chain stores. 
And, of course, the retail grocers themselves have more or less banded 
together for marketing and buyi ing purposes and so on, in an attempt 
to meet the economic competition of the larger companies. And I 
wondered if your experience has been in recent years that the actions 
taken, group actions, by your local retail grocers have enabled you 
to pretty well meet the threat posed by the ‘competition of the chain- 
store type operations ? 

Mr. MasstnGate. Very definitely so. 

Mr. Upati. You have. 

You do not feel—Let me put it in the form of a question: Do we 
have a picture in the State of Arizona today of the small-business 
man in the retail grocery business being driven out of business by the 
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big operators? Or have they been able to pretty much hold their 
own ¢ 

Mr. Masstncate. They are holding their own and gaining. But 
that is because we have these buying co-ops that we buy from. As 
you said, banded together. And buying merchandise as cheap or 
cheaper than the chain stores. By the time they put it through their 
warehouse and truck it all over the State, actually we buy groceries 
as cheap or cheaper than the chain stores, 

Mr. Upatu. I would just like to say—of course, it has been done 
elsewhere; Arizona is not the only place it has been done—but it 
just shows how the ingenuity of the small-business men working to- 
gether enables them to continue to compete with people who have 
other advantages. And I think it is a tribute to this segment of our 
small business that they are able to stick right in there and fight with 
some of the giant concerns. 

That is all I had, Senator. 

Senator Gotpwater. Getting back to the original question that 
Congressman Udall asked you relative to the elective process, do you 
find that the regulations and instructions of the Department are 
adequately clear ¢ 

Mrs. Warp. Personally, I have not worked with the provision in 
connection with any employer. 

Mr. Massingale’s business is incorporated, and my work has been 
confined principally to that. 

The knowledge that I have of it is through conversation with other 
people, and not from any actual experience of my own. 

Senator Gotpwater. Do they feel, the others you have talked to in 
your own line, these instructions or regulations are adequate? 

Mrs. Warp. Well, I think they are completely clear. 

Senator GotpwaTerR. Thank you. 

I had a question to ask you, Mr. Massingale, about the average size 
of the members of the Retail Grocers Association. 

Mr. MAsstnGag. In volume ? 

Senator Gotpwater. Well, let us take it first from volume; yes. 

Mr. MAsstncaLe. You mean what would their yearly volume be? 

Senator GoLDwATER. Yes. 

Mr. Masstncate. The average of the members of the grocers asso- 
ciation ? 

Senator GotpwATER. Yes. 

Mr. MAssrneare. That would be awfully hard to say, Senator, and 
be real right. I would say a half million a year would be—no, let us 
say from 350,000 to a half million a year would probably be your 
average. 

Senator Gotpwarter. I wonder if you would ask Bill Matthews if he 
could get that information ; that is, the average size by volume and the 
average size by employees, and then also how many members you have 
in the Retail Grocers Association ? 

Mr. MassrnGate. All right. 

Senator GoLpwAter. What we are trying to accomplish, what we 
hope to accomplish out of these hearings is not only confined to the 
lines of relief in taxation and other things, but to try to determine a 
little better just what small business is. 

It has been indicated here this morning there is no clear idea in 
anybody’s mind what a small-business man is. 
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Mr. MAsstncGaLe. We are trying to figure that out, too. 

Senator Gorpwater. I think if we get it by categories, such as yours 
then we can start to make an intelligent approach to it. 

I would appreciate having that. 

(The information requested was subsequently supplied and follows :) 


ExHIsIT 3 


Rerart Grocers ASSOCIATION OF ARIZONA, 
Phoenia, Ariz., September 26, 1957. 
Senator Barry GOLDWATER, 
Phoeniz, Ariz. 

Dear Barry: E. F. “Moe” Massingale told me that you wanted the following 
information: The number of stores which are members of our association, their 
average volume and average number of clerks. This would be impossible to 
obtain; it’s hard enough to get a proxy out of them at election time, so the only 
other recourse I had was to take the total dollar volume of the State’s retail 
food business for 1956, which was $275 million (approximately), divide that by 
the number of stores, 1,600 (approximately), which gives (approximately) 
$175,000 per year per store dividing this by the number of clerks based on $20 
per hour and figuring a 6-day week, which would be 48 hours, brings the average 
number of clerks per store to4. This is the rundown: 

Volume of sales: $275 million. 
Number of stores: 1,600. 

Average volume per store: $175,000. 
Average number of clerks per store: 4. 

The difficult part of this program is to determine what is small business. 
Bayless will do approximately $36 million and employs approximately 1,100 
employees (full and part time). To a one-store operation he is big business. 
Compared to Safeway he is small business. So it apparently depends on which 
side of the boat you are riding. 

Incidentally, I editorialized about this tax hearing in the October issue and 
also ran a story in regard to the hearing. I will send a copy to your attention. 

I do hope that something constructive and worth while will result from these 
hearings. I realize there is only a slim possibility and as you point out, 
Americans must realize that to curtail taxes we must curtail spending. 

Thanks again for the grand job you are doing. 

Best regards. 

Sincerely yours, 
G. WILLIAM MATTHEWS, 
7 Executive Secretary. 

Are there any other questions? 

Senator Kucuen. No, Mr. Chairman. 

Senator Gotpwatrr. Thank you, very much, both of you, for being 
here. 

The next witness before the committee this afternoon is Mr. James 
Smith, certified public accountant, of Phoenix. 

Jim, will you come forward ? 

Mr. Smiru. Do I have to swear to anything, Barry ? 

Senator Gorpwater. Not a thing. You can take the first, fifth, or 


make one up of your own. [ Laughter. | 


STATEMENT OF JAMES A. SMITH, CERTIFIED PUBLIC ACCOUNTANT, 
PHOENIX, ARIZ. 


Mr. Smiru. Well, gentlemen of the committee, aside from answer- 
ing the memorandum, which I think is some thing everybody will do, it 
brings a little different light on it, if I el proceed on the theory 
that there are definite things which should 
of small business or the small-business men. 


ye said for and on behalf 
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I prepared a brief, which I cannot read here in a limited time, but 
I will cover the highlights of it and recommendations which I make 
on behalf of the small business as a corporation, and the small business 
as a proprietorship. 

In the first place, the term “small business” has been bandied 
around, and I would have to give my own definition, which is pri- 
marily the type of business that is run by one man, unincorporated, 
with a few employees, strictly local in nature, and this man has his 
own personal family and local problems in the operation of business. 

The second definition would be that it is an incorpor ated business 
primarily having from 3 to 25 or 30 stockholders, of whom pr icti- 

cally all are interested in the business, who have devoted their time 
and contributed their sanital in order that they may fulfill their 
desires in the world of constructing a business. 

In almost every instance the small corporation starts as an indi- 
vidual or a partnership and as they begin to grow and have the needs 
of meeting the demands for credit, and the expansion of the business, 
those who would loan money either for expansion or for temporary 
purposes almost invariably demand a continuity of the operation 
which can be gained only by forming a corporation. 

So, I believe that the most important phase of your tax program 
should be with relation to the small corporation closely owned, where 
the volume of business is not too important but certainly it will not 
meet the 500 large corporations t test given by Fortune. 

Reading now, on page 3: Although there is present legislation 
before Congress which will at tempt to provide relief in certain areas, 
it is possible and probable that some of these measures will either 
go too far or not far enough, but it will be an approach to a matter 
that needs considerable attention. 

The following are some elements which the witness believes would 
assist the small corporate business : 

1. Broaden the tax base by eliminating special treatment which 
permits large amounts of income to escape taxation when earned by 
certain business activities. 

Reduce the 30-percent rate on corporate earnings in the lower 
bracket rating. 

The rate should prevent the tax from applying on the same business 
for the first $5,000 or $10,000 worth of income as it does to the later 
amount and when the surtax bracket applies it is possible that the 
bracket point should be raised. 

There should be repeal or great modification of the tax on un- 
distributed surplus. 

Undistributed surplus was no problem until the concept of tax 
dividends was inaugurated. Unless the Bureau can show that the 
only purpose—and I reiterate “only”—the only purpose of retaining 
of surplus is a tax on dividend, then the owners of the business should 
have the only right to determine how much should be retained. 

do not think that transgresses into the field of the incorporated 
pocketbook, because that would be met by other phases and subject 
matter of the law. 

4. Permit the owner-management of small business to fix the sala- 
ries of its officers without interference by the Bureau. 
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The taxpayer is never provided with information available to the 
Treasury as to salaries of like persons in a like situation by a concept, 
which is unsustainable, to the effect that a disallowed salary is a divi- 
dend to the individual and should not be permitted to stand. A 
disallowed salary should, at the most, be allowed to be returned to 
the corporation without a double taxation. 

5. Taxpayers should be permitted to inaugurate and continue sound 
depreciation provisions within the meaning of the 1954 act. 

A Treasury-written revenue law presented its own interpretations 
and then went back and is second-guessing depreciation on the basis 
of demanding salvage value. It is probable that this is more in line 
with administrative procedure than is congressional intent. Con- 
gress should, however, be more specific and thereby prevent the 
Treasury of upsetting its intentions. 

6. The tax law should take recognition of the financial and basic 
accounting principles rather than an arbitrary designation. 

The original code of 1954 took a realistic viewpoint in Section 452: 
Prepaid income, and Section 462: Reserves for estimated expenses. 

Then, because of administrative difficulties these sections were re- 
pealed. They should have been retained and even broader fields 
should have been permitted to meet the accounting requirements of 
a business, as it is run, not as it should be run and not the way the 
Congress thinks it ought to be, or perhaps I should say the way the 
Bureau thinks it oe to be. 

7. If high surtax rates are to be retained there should be a provi- 
sion for averaging income over a period of years to permit up and 
down earnings to be taken at an average rate of tax and not a single 
high year be permitted to fall in the high bracket. 

This would not affect the loss carr yover or carryback provision but 
would prevent 1 year of high income taking away the only chance 
om the small business might have had of acquiring capital. 

A corporation should have more leew: ay in effecting partial 
liquidations of stockholders. 

Without destroying the effect of the provisions against “collapsi- 
ble” corporations, there should be more opportunity for diminution 
of a single stockholder investment or a reduction of the business 
activity by partial liquidation. 

Senator Kucnex. I might just say there, if I may interrupt you 
for a moment, the Finance Committee does have that problem before 
it. 

Mr. Smiru. I am very glad to learn that is true. 

Again the concept of dividend taxation destroys the real purpose 
of a partial liquidation. If a stockholder in a large corporation sells 
his shares he would have capital gain, but in his own corporation a 
partial liquidation must be treated with respect to dividend earned. 

9. The provisions of the Personal Holding Company Act should be 
modified. 

A corporation which suddenly has a change in operation and be- 
comes a holding corporation within the meaning of the statutory 
provisions, should have a least 3 years in which to rectify the position 
without having to pay penalty surtax or charge the stockholder with 
having received a dividend in order to effect the distribution. 

There are several elements which should be considered with rela- 
tion to the individual small-business man. Again, the modification 
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necessary without the intention of special privilege to any segment 
of the economy would permit the improvement of a tax structure to 
apply to others than the small-business man, and of course anything 
that applies to the whole overall tax structure equally applies to any 
taxpayer. 

However, under item (a) dividends received should be restored to 
the position of being taxable for surtax provision only, unless con- 
stituting a major percentage of the individual income. 

This broad statement actually refers to the principle that a divi- 
dend diminishes the investment and should not be doubly taxed. In 
principle, however, it would be an extension of the present dividend 
received credit. It would also go back to a period prior to 1933. 

Item (b). The same provisions as to the depreciation of business 
property should be applied to the individual as to the corporation. 
That was previously stated under corporate. 

(c) The penalty for short payment of estimated tax should be 
removed. 

The rules in which short payments are not construed as subject to 
penalty should be soinistatehy revised. The penalty, if any, should 
amount only to interest which would be deductible. A man should 
not be penalized under the 90 percent rule when he reports on the 
basis of income actually earned to the date of declaration. The Com- 
missioner should be more specific in his regulation as to the use of 
the prior year’s tax as the basis for a current declaration. 

At the present time, you cannot tell at the time of filing if you 
used an amount $1 greater whether you would be subject to the 90- 
percent rule, or if you used $1 less that you had not paid sufficient. 
That should be clarified. 

As a matter of fact, the declaration should not be designated as a 
“return” or an “income tax return,” neither of which it is, and 
further than this a businessman should not be required to pay an 
advance on an estimate only to find himself required to face a penalty 
at the year’s end. 

(d) An extended term for the payment of an estate tax should be 
granted without penalty when a sacrifice of property would be 
required. 

This is a tenuous situation but one which concerns the individual 
who has built a business, either corporate or personal, and begins to 
face the necessity for program planning of his estate. He must remain 
either too liquid or fail to take advantage of good business judgment 
when it requires a more permanent investment. 

Senator Gorpwater. Thank you very much, Jim. 

Senator Kuchel, do you have any questions? 

Senator Kucnen. No. But it is a very excellent series of recom- 
mendations, Mr. Smith, and I promise you we will look into them 
carefully. 

Mr. Smirn. Thank you. 

If I may say, there are 1 or 2 items here which are errors which 
you can readily see, but I just got it back off the press at 15 minutes 
to 2, and I wanted to get out here in time without delay. 

Senator Gotpwater. Congressman Udall, any questions? 

Mr. Upatu. No. 
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Senator Gotpwater. Just one, Jim; in connection with the elective 
part relative to the Internal Revenue Code of 1954, have you found 
the regulations and instructions are relatively clear ? 

Mr. Smiru. I did not touch on that point, but I would say pri- 
marily they are not too clear. Actually, I am not too sure they even 
have been issued. They have been proposed, but I am not sure they 
have actually been issued. 

Senator Gotpwater. There have been no regulations issued ? 

Mr. Smiru. None that I know of. And I do not know how after 3 
years of a new tax law any businessman can construe what he should 
do or how his adviser could advise him, in the absence of anything to 
go by ap what the Treasury Proposed. 

The Lord knows what they do about it, even if they made a 
proposal. 

Senator Gotpwater. How would you handle a client that came to 
you for advice ? 

Mr. Smiru. Well, my opinion would be that until we had something 
more concrete than we have now, that I would shy away from these 
Greeks bearing gifts. 

I think it is a very bad pulse of the law, because it is not well inter- 
preted, and I think it was carelessly drawn. But it was a ‘Treasury 
Department bill and it was not a Senate nor House bill. 

Senator Gotpwater. I would like to ask counsel here for his com- 
ments on this at this point, so that we will have some continuity. 

Mr. Erickson. Senator, part of the problem here is that the Treas- 
ury has never been too happy with this provision, claiming problems 
of administration. 

In section 52 of the House Technical Changes Act of 1957, which did 
not pass the House, section 1361 of the Internal Revenue Code of 1954 
is retracted and repealed. 

Now, this is because it is claimed that 1361 has not been effective, but 
just as Mr. Smith has said, it has not been effective because no prac- 
titioner has dared advise a client to operate under it, because there 
are no regulations. So we have the Treasury here claiming that a 
provision is bad and it is bad, as a practical matter, because the Treas- 
ury has not issued regulations. 

Senator Kucue.. It is just an ugly example of bureaucracy in action. 
It has got nothing to do with partisan politics. They do it, no matter 
who is President. 

I remember one time where we had, when I was still comptroller in 
California, the question of whether or not we were going to follow 
the Federal rule that we would, after we were defeated in court, we 
would refuse to follow that precedent. And I said, Well, that is 
ridiculous. If the law is determined by a court of competent jurisdic- 
tion, then the other taxpayers ought to be able to rely on it. And yet 
to this day, the Federal Government does differently. 

Mr. Smirn. Yes, Senator; you are entirely right. 

I think I can speak for a number of accountants here, and I am a 
past president of the State society, and I can speak for these account- 
ants in this regard, that we are building up a body of tax law by 
refusal of the Treasury unit to abide by a court of competent jurisdic- 
tion. 

Senator Kucnet. It is an outrage. 
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Mr. Sairit. It isan outrage. It costs the small taxpayer more than 
he can afford, and while we are on that subject I would like to say this: 
That the administration of the tax law is not going to be for the benefit 
of the taxpayer, that we well understand, and we will have to agree 
on it. 

But we should have a more clearly designed basis when we come to 
a conference than is provided by the Reorganization Act. 

We should also have the right to rely on the court decisions that 
have been made and not wait until the Treasury Department under a 
slightly different presentation before a certain court can get a diver- 
gence of opinion and therefore go to the Supreme Court and, in many 
cases, even after they have legislated on their regulation and been 
denied by the Court, they still persist in the regulation. And that kind 
of thinking is wrong. 

Mr. Ua. Will the Senator yield to me for a comment ? 

I am just wondering if this has not revealed a problem Congress 
itself might do something about, by declaring the principle which 
Senator Kuchel has mentioned, which I think is commonsense and 
sound, and to simply tell them they shall do it under these and these 
circumstances, where a court of competent jurisdiction properly de- 
fined has acted, and more or less close that loophole? 

Senator GotpwatTer. I understand that the plan of the subcommittee 
is to meet in Illinois on several cases that present very flagrant exam- 
ples of the abuses of the A SCRERED Department in respect to section 
1361. Am I correct in that? 

Mr. Ertcxson. And this question of administrative nonfollowing 
of judicial opinion. 

Senator Gotpwatrer. And having had that, then we can proceed. 
In fact, several pieces of legislation that have been introduced jointly 
by various members of this subcommittee are based on the interpre- 
tation or the regulations and instructions of the Bureau, whenever 
they come, under 1361. And if there is no objection, I would order 
that section 1361, which appears on page 350 of the Internal Revenue 
Code of 1954, be inserted at this point in the hearings. 

(The information referred to is as follows :) 


Exuisit 4 
[1954 Code—Chapter 1—Number 46—56, 8-26-56] 


SUBCHAPTER R—ELECTION OF CERTAIN PARTNERSHIPS AND PROPRIETORSHIPS AS TO 
TAXABLE STATUS 


Sec. 1861. Unincorporated business enterprises electing to be taxed as 
domestic corporations 


[See. 1361] 


SEC. 15361. UNINCORPORATED BUSINESS ENTERPRISES ELECTING TO BE TAXED AS 
DOMESTIC CORPORATIONS 


[Sec. 1361(a) ] 


(a) GENERAL RuLE—Subject to the qualifications in subsection (b), an election 
may be made, in accordance with regulations prescribed by the Secretary or his 
delegate, not later than 60 days after the close of any taxable year of a proprietor- 
ship or partnership owning an unicorporated business enterprise, by the pro- 
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prietor or all the partners, owning an interest in such enterprise at any time on 
or after the first day of the first taxable year to which the election applies or of 
the year described in subsection (f), to be subject to the taxes described in sub- 
section (h) as a domestic corporation for such year and subsequent years. 
Source: New 

[Sec. 1361 (b) ] 


(b) QuaALiricaTIons.—The election described in subsection (a) may not be 
made with respect to an unincorporated business enterprise unless at all times 
during the period on or after the first day of the first taxable year to which the 
election applies or of the year described in subsection (f), as the case may be, 
and on or before the date of election— 

(1) such enterprise is owned by an individual, or by a partnership con- 
sisting of not more than 50 individual members ; 

(2) no proprietor or partner having more than a 10-percent interest in 
profits or capital of such enterprise is a proprietor or a partner having more 
than a 10-percent interest in profits or capital of any other unincorporated 
business enterprise taxable as a domestic corporation ; 

(3) no proprietor or partner of such enterprise is a nonresident alien or 
a foreign partnership; and 

(4) such enterprise is one in which capital is a material income producing 
factor, or 50 percent or more of the gross income of such enterprise consists 
of gains, profits, or income derived from trading as a princpal or from buying 
and selling real property, stock, securities, or commodities for the account of 
others. 


Source: New. 
[See. 1361 (c) ] 


(c) CorPoRATE PRovIsIONS APPLICABLE.—Under regulations prescribed by the 
Secretary or his delegate, an unincorporated business enterprise as to which an 
election has been made under subsection (a), shall except as provided in sub- 
section (m), be considered a corporation for purposes of this subtitle, except 
chapter 2 thereof, with respect to operation, distributions, sale of an interest, and 
any other purposes; and each owner of an interest in such enterprise shall be 
considered a shareholder thereof in proportion to his interest. 





Source: New. 
[Sec. 1361(d) ] 


(d) Limirarron.—A partner or proprietor of an unincorporated business enter- 
prise as to which an election has been made under subsection (a) shall not be 
considered an employee for purposes of section 401 (a) (relating to employees’ 
pension trusts, etc.) 


Source: New. 
[See. 1361 (e)] 


(e) ELecTion IRREVOCABLE.—Except as provided in subsection (f), the elec- 
tion described in subsection (a) shall be irrevocable— 
(1) with respect to an enterprise as to which such election has been 
made and the proprietor or partners of such enterprise ; and 
(2) any unincorporated successor to the business of such enterprise and 
the proprietor or partners of such successor. 


Source: New. 
[See. 1361 (f)] 


(f) CHANGE oF OWNERSHIP.—In any year in which the electing proprietor or 
partners have an interest of 80 percent or less in profits and capital of an enter- 
prise described in subsection (e), such enterprise shall not be considered a do- 
mestic corporation for such year or for subsequent years unless the proprietor 
or partners of such enterprise make a new election in accordance with sub- 
section (a). 


Source: New. 
[See. 1861 (g)] 


(gz) CoNSTRUCTIVE OWNERSHIP.—For purposes of subsection (f), the owner- 
ship of an interest shall be determined in accordance with the rules for con- 
structive ownership of stock provided in section 267 (c) other than paragraph 
(3) thereof. 


Source: New. 
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[Sec. 1361 (h)] 


(h) Impostr1ion or TaxEes.—The unincorporated business enterprise as to 
which an election has been made under subsection (a) shall be subject to— 
(1) the normal tax and surtax imposed by section 11, 
(2) the accumulated earnings tax imposed by section 531, and 
(3) the alternative tax for capital gains imposed by section 1201. 


Source: New. 
[See. 1861 (i)] 


(i) Personat HoLtpine Company INCOME— 

(1) ExcLUDED FROM INCOME OF ENTERPRISE.—There shall not be included 
in the gross income of the enterprise as to which an election has been made 
under subsection (a) any personal holding company income (as defined in 
section 543), except income earned by such enterprise from buying and 
selling real property, stock, securities, or commodities for the account of 
others. 

(2) INCOME AND DEDUCTIONS OF OWNERS.—Any personal holding company 
income not included in the gross income of the enterprise under paragraph 
(1), and the expenses attributable thereto, shall be treated as the income 
and deductions of the proprietor or partners (in accordance with their dis- 
tributive shares of partnership income) of such enterprise. 

(3) Distriputions.—If the amount of personal holding company income 
includible under paragraph (2) in the income of the proprietor or partner 
is distributed to him during the year earned, such amount shall not be taxed 
as a corporate distribution. The amount of such income not distributed 
during such year shall be considered as paid-in surplus or as a contribution 
to capital as of the close of such year. 

(4) RENTS AND ROYALTIES.—F or the purpose of determining whether rents, 
and mineral, oil, or gas royalties constitute personal holding company in- 
come under paragraph (1), all income earned by the enterprise in any tax- 
able year shall enter into the determination of its gross income for such 
year. 


Source: New. 
[See. 1361(j)] 


(j) COMPUTATION oF TAXABLE INcCOME.—In computing the taxable income of 
an unincorporated business enterprise as to which an election has been made 
under subsection (a)— 

(1) a reasonable deduction shall be allowed for salary or compensation 
to a proprietor or partner for services actually rendered; and 

(2) there shall be allowed as deductions only such items properly allo- 
cable to the operation of the business of such enterprise, except deductions 
allocable to the proprietor or partners under subsection (i) (2). 


Source: New. 
[See. 1361 (k) ] 


(k) DIsTRIBUTIONS OTHER THAN IN LIQUIDATION.—Except as provided in sub- 
section (1), a distribution with respect to a proprietorship or partnership interest 
by an enterprise as to which an election has been made under subsection (a), 
other than a distribution of personal holding company income under subsection 
(i) (8), shall be treated as a corporate distribution in accordance with part I 
of subchapter © of this chapter. 


Source: New. 
[See. 1861(1) ] 


(1) DistRIBUTIONS IN LIQuIDATION.—A distribution in partial or complete 
liquidation with respect to a proprietorship or partnership interest by an enter- 
prise as to which an election has been made under subsection (a), shall be 
treated as a corporate liquidation in accordance with part II of subchapter C of 
this chapter. 


Source: New. 
[See. 1361(m) ] 
(m) ORGANIZATIONS AND REORGANIZATIONS.—An enterprise as to which an 


election has been made under subsection (a) shall not be considered a corpora- 
tion, nor shall the proprietor or partners of such enterprise be considered share- 
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holders, for purposes of parts III and IV of subchapter C of this chapter (re- 
lating to corporate organizations, and reorganizations, and insolvency reorgan- 
izations) except in the case of— 
(1) a contribution of property, constituting either paid-in surplus or a 
contribution to capital on which gain or loss is recognized ; and 
(2) the organization of an enterprise as to which the election described in 
subsection (a) is made for its first taxable year. 
Source: New. 

Senator Kucuri. While we may not have completely clear juris- 
diction on the thing, I think I would like to have the staff look into 
the exact status today of the Treasury Department’s regulations with 
respect. to refusing to follow a decision of an appellate court of com- 
petent jurisdiction on a tax matter in a like case. 

Senator Gotpwater. I might ask counsel if it would be possible 
to have any clarification on this, up to date clarification, by the time 
of the Los Angeles hearings the day after tomorrow. 

I think a phone call might produce some information as to any 
action they might have taken since we left Washington. It is bound 
to come up in California if it comes up here. 

Mr. Erickson. We will certainly try, Senator. 

Senator Gotpwater. Do you have any other questions? 

Senator Kucuen. No. 

Mr. Upatt. I have no further questions. 

Senator Gotpwater. Thanks for coming up here. We certainly 
appreciate it a lot, Jim. 

Our next witness today is Mr. Herbert J. Lindner, who will testify 
on behalf of the Arizona Brewing Co. and the problems involving 
that type of business. 

Mr. Lindner. 

Mr. Upatu. Senator, I must go on, and I do appreciate your com- 
mittee permitting me to sit with you. 

Senator Gotpwater. It is always good to have you with us, Stew. 

Mr. Lindner. 

Mr. Linpner. Thank you, Mr. Chairman. 

Senator GoLpwater. You may proceed. 


STATEMENT OF HERBERT J. LINDNER, VICE PRESIDENT, ARIZONA 
BREWING C0O., PHOENIX, ARIZ., SPEAKING FOR THE SMALL 
BREWERS ASSOCIATION OF AMERICA 


Mr. Lanpner. Senator Goldwater, it is my understanding that you 
have knowledge that I am speaking for the Small Brewers Association 
of America today, rather than just for the Arizona Brewing Co. 

Senator Gotpwatrer. No; I was not aware of that. 

Mr. Linpner. Yes, sir. 

Senator Gotpwater. Let us correct the record to show that Mr. 
Lindner is speaking for the Small Brewers Association of America. 

Mr. Linpner. Small Brewers Association of America. That is 
right. 

Senator Kucnen. Let me ask you, how do you define a small brewer? 
What do you mean by that ? 

Mr. Linpner. Senator, I would say a small brewer would be one 
that has an annual production of 250,000 barrels of beer. 

Senator Kucuex. For what ? 

Mr. Linpner. A year. 
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Senator Kucner. Two hundred and fifty thousand barrels of beer 
a year? 

Mr. Linpner. Yes, sir. 

Senator Kucure.. That would be a small brewery ? 

Mr. Linpner. Yes, sir. Fifteen years ago that would have been a 
good medium-sized brewery. 

Senator Kucie.. How many small brewers are there in this 
country ¢ 

Mr. Linpner. Approximately, I would say, 125. 

Senator Kucuen,. How many large brewers that produce more than 
that ? 

Mr. Linpner. Well, from that size brewery, you go to the very larg- 
est—Schlitz, Budweiser—having an annual capacity of 6 million bar- 
rels. Others have a capacity of 1 million barrels. 

All in all, there are about 250 brewing companies in the United 
States. 

Senator Kucue.. How many ? 

Mr. Linpner. Two hundred and fifty. 

Senator Kucnen. All right. 

Mr. Linpner. Mr. Chairman and members of the committee: 

My name is Herbert J. Lindner, and I am vice president of the Ari- 
zona Brewing Co. of Phoenix, Ariz. 

I appear here today representing a vanishing segment of small busi- 
ness, namely, the local small brewers of the United States, who are 
being crushed by an inequitable tax burden which favors large ship- 
ping brewers and promotes concentration in the industry, and a trend 
toward monopoly in the beer business. 

Your committee is not unaware of this problem, because your staff 
completed an exhaustive study of the brewing industry more than a 
year ago, which prompted the following comments in the annual re- 
port of the Senate Select Committee on Small Business to the 84th 
Congress on January 12, 1956: 

In industry after industry, the prevailing trend is in the direction of fewer 
but larger companies. Representatives for former multiunit industries which 
have in recent years undergone a marked reduction in the number of companies 
comprising the total industry, is that of malt beverages. In 1934 there were 725 
breweries; in 1947, only 440; and in 1955 this number had shrunk to 254 com- 
panies operating 289 plants. 

That the remaining small, local, and regional breweries need nourish no illu- 
sions about the “hard” competition that is in store for them may be gleaned from 
the comment of August Anheuser Busch, Jr., president of the giant Anheuser- 
Busch brewery, who asserted : “This is the year that we are going to separate the 
men from the boys in the brewing industry.” 

At this point I might bring you more up to date by pointing out 
that the threat of Mr. Busch was not an idle one. There were only 
214 brewing companies in business on January 1, 1957, and several of 
these have merged or gone out of business since that date. Brewing 
company casualties from closings and mergers in the past 2 years 
alone has reached the startling figure of 15 5 percent. 

The casualty rate of small brewers is vividly shown on a chart which 
I am submitting as a part of my testimony. 
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Senator Gotpwater. That will be made a part of the record. 
Mr. Linpner. Thank you, Senator. 
(The exhibit referred to follows :) 


EXuHrsitT 5 (A) 


Trend toward concentration in the brewing industry—Small brewers are experi- 
encing an alarming death rate, even while the volume of beer production 
eseresses 
































| 1 l 
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! This figure embraces many multiple is ant operations. There were only 214 brewing companies in 
business as of Jan. 1, 1957. 
2? Approximately. 


Mr. Lanpner. The present Federal excise tax on beer is inequitable. 
The present law provides that the tax on beer shall be $9 a barrel 
regardless of the volume of any brewer’s production, or his sales 
price. This flat rate of tax, regardless of price, is like imposing the 
same tax on a Chevrolet as on a Cadillac. It results in a relatively 
much heavier burden on the small local brewer than on the large na- 
tional brewer. This is because the local brewer sells his product at a 
lower price than the big national companies. 

That is the only way the small brewer can stay in business. He 
cannot hope to compete with the prestige appeal the giants of the 
industry are able to create by expensive national adv ertising. He has 
to compete by offering a lower price. 

Senator Gorpwarer. Let me ask a question there, Herb. Is the 
only way that beer production is measured, by barrels? 

Mr. Linpner. Yes, sir. 

Senator GoLpwaTeR. Suppose you measured it by cartons or bot- 
tles. Would that provide a more equitable base for taxation? 

Mr. Linpner. I do not believe so, tee no. 

Senator Gotpwater. You do not think so. I am trying to get clear 
in my mind why a flat $9 a barrel, regardless of volume, works a dis- 
advantage to the smaller brewer. 

Mr. Linpner. I think that will be brought out in further testi- 
mony here. 

Senator Gotpwater. All right. 

Mr. Linpner. The unequal and unfair burden imposed by the 
present tax is demonstrated by the examples set forth in the following 
table which I am herewith submitting as a part of my testimony. 





| 
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(The exhibit referred to follows :) 


Exuisir 5 (B) 


Federal excise taw as percentage of price of beer. Comparison of national and 
local brands in various cities 

















| | 
Case price " | Federal tax | Tax disad- 
Brand | (including Federal Actual? | as — vantage of 
| tax) tax | price | of price small 
| brewer 
| ! 

New Orleans, La.: | Percent Percent 
Budweiser-_._- } $4. 50 $0. 65 | $3. 85 16.9 i} 45 
Regal._. 3. 30 | 65 | 2. 65 24. 5 

Richmond, Va.: | 
Budweiser... , 4.05 | . 65 3. 40 | 19.1 i} 58 
Richbrau_. | 2. 80 . 65 | 2.15 30. 2 

Miami, Fla.: | | 
Budweiser-_- | 4. 50 . 65 3. 85 16.9 \ 57 
Regal 3.10 65 | 2. 45 | 26.5 

Tampa, Fla.: | | 
Budweiser _-_- 4.45 . 65 | 3.80 | Ty. 7 } 5b 
Tropical_- ‘ | 3.10 65 2. 45 | 26.5 . 

Catasqua, Pa.: ] | } 

Budweiser -_- | 3. 85 . 65 3. 20 20.3 } 69 
Old Dutch. -- 2. 55 | 65 1.90 | 34, 2 

Salt Lake City, Utah: | 
Budweiser ....___- | $3. 85 | . 65 | $3. 20 20.3 88 
Fisher. na ‘ | 2. 35 . 65 | 1.7 38. 2 

Phoenix, Ariz.: | | | 
Budweiser-.. ; --+=-| 3.92 . 65 | 3. 27 19.9 59 
A-1... 7 on] 2.70 | . 65 | 2. 05 31.7 

Toledo, Ohio: | 
Budweiser...--- 3. 80 . 65 3.15 20. 6 85 
Buckeye--..- LG Sa 2. 35 . 65 1. 76 38. 2 

Theresa, Wis.: | | | | 
Budweiser... ___.. : te 3.15 | 65 | 2. 50 | 26.0 85 
Pioneer...... Sepia . 2. 00 . 65 | 1.35 | 48.1 

Pueblo, Colo.: | | | | 

sud weiser-.. 4.49 | . 65 | 84 | 16.9 54 
Walters_-.- i dtnannal b 3.14 | . 65 | 2. 49 | 26. 1 

Butte, Mont.: 
sudweiser....- Bi 4.75 | 65 | 4.10 | 15.9 54 
Bate... : 3. 30 | . 65 | 2. 65 24.5 

Buffalo, N. Y.: | 
NE oi alien ctu ere 3.70 . 65 | 3.05 | 21.3 46 
Ne cantatas mance . : 2. 75 65 | 2.10 31.0 

Lebanon, Pa.: | 
Budweiser-_.---..-- | 3. 85 | . 65 | 3. 20 | 20.3 71 
Lebanon Valley.._.- | 2. 52 . 65 | 1.87 34.7 

Great Falls, Mont.: } 

Budweiser | 1. 60 . 65 3.95 16.5 \ 48 
Great Falls. } 3. 30 . 65 | 2. 65 24.5 

Oklahoma City, Okla.: | 
Budweiser 4.15 . 65 3. 5 18.6 | 50 
Progress ‘ 2. 97 . 65 2. 32 | 28.0 } ; 

Allentown, Pa.: | | 
Budweiser 4. 50 . 65 | 3.85 16.9 \ 102 
Horlacher - 2. 55 . 65 1.90 34.2 | > 

Poitsville, Pa.: | 
Budweiser. 4. 25 . 65 3. 60 18.0 | 76 
Local 2.70 . 65 2.05 31.7 } ; 

Reading, Pa.: | | 
Budweiser... 3. 85 65 3. 20 20.3 } 106 
Old Reading 2. 22 65 1. 57 41.9 

St. Mary’s, Pa.: 

Budweiser __- | 3.75 | . 65 3.10 | 21.0 } 55 
Straub ; 2. 65 | . 65 2.00 | 32. 5 se 

Mornell, N. Y.: | } 

Budweiser... 3.7 65 | 3.10 | 21.0 | 33 
Old Ranger... .- } 2. 55 65 1.90 | 34. 2 i} & 

Covington, Ky.: 
Budweiser__. 8.80 . 65 | 3.10 | 20.6 | » 
Bavarian 2. 80 . 65 | 2.15 | 30. 2 I * 

Huntington, W. Va.: | | 
Budweiser... , 3.85 . 65 | 3. 20 | 20.3 | 
West Virginia. - | 2.85 | "65 2. 20 | 29.5 |} 4 

Altoona, Pa.: } | | 
Budweiser-.- 3.75 65 3. 10 21.0 I} > 
Horseshoe. 2. 40 | . 65 | 1, 75 | 37.1 | 

Youngstown, Ohio: | | 
Budweiser... 3.80 | 65 3.15 20. 6 } 58 
Golden Amber- - - 2. 65 | - 65 | 2.00 32.5 | : 








1 Per case of 24—12-ounce returnable bottles. Prices are as of October 1956. 

2 Includes State tax which varies from State to State. If the State tax is deducted, the discrepancy be- 
tween national and local brands in terms of the Federal tax as a percentage of price becomes even greater. 
For example, in Miami, Fla., the Federal tax then appears as 20.8 percent of the actual price of the 
national brand and 37.6 percent of the actual price of the local brand. 
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Mr. Linpner. This table was recently prepared by the Brewers’ 
Association of America for the information of members of the Senate 
Finance Committee. 

You will note from this table that right here in Phoenix, my own 
company, the Arizona Brewing Co., which happens to be the only 
brewery in the State, is oper rating under a 59 percent tax disadvantage 
compared to the large shipping brewers who compete with us in 
Arizona. The fact is that 31.7 cents out of every consumer dollar 
spent for a case of our “ A-1” beer represents a Federal tax, where as 
Uncle Sam gets only 19.9 cents out of every consumer dollar spent in 
Arizona for ‘the nation: lly advertised brand. 

Arizona is not unique in this situation. An examination of the table 
discloses that small brewers are at a tax disadvantage everywhere in 
the country as a result of the flat $9 per barrel tax on beer. This 
disadvantage ranges from 45 percent in New Orleans, La., and 
Huntington, W. Va., to an amazing 106 percent in Reading, Pa. Out 
of every consumer dollar spent in Reading, Pa., for the local “Old 
Reading” beer, the Federal Government derives 41.9 cents, as against 
20.3 cents out of each consumer dollar spent on the nationally adver- 
tised brand. 

The ability to sell at a lower price is the key to the small brewer’s 
continued existence. He cannot possibly compete with the national 
brewers’ sales appeal on any other basis. He sells a quality product 
for less money, and it is ac ‘lear violation of every principle of progres- 
sive and equitable taxation to require him to pay a higher percentage 
of tax than his competitor upon identical products. 

Practically every one of our tax laws imposes tax liability on a grad- 
uated scale. Expensive jewelry, furs, and similar luxuries pay a 
higher rate of tax than cheaper items in the same line. People of low 
income pay a lower rate of income tax than those of higher income. 
This principle is recognized in the tax upon mutual insurance com- 
panies, where no tax is assessed against the first $75,000 of premium 
income, but a tax of 1 percent is assessed on all over that amount. 
While almost every other item subject to excise tax is taxed upon the 

sales price, beer is burdened with a flat tax of $9 per barrel. 

Small brewers’ production and distribution costs are higher. Small 
brewers have to contend with production costs that are higher than the 
big brewers in every department. A million barrel brewery produces 
about 3,800 barrels per employee annually. A small brewery in the 
100,000 barrel class produces about 1,300 barrels per employee per 
year, and some small breweries produce considerably less than this per 
employee 

The million barrel brewers utilize their bottling lines, canning lines 
and production facilities around the clock. Most small brewers have 
only enough business to utilize their canning and bottling facilities 
for 8 hours a day for 2 or 3 days per snail Production facilities are 
utilized on a similar nethined basis, thus resulting in a subst antially 
higher production and packaging overhead per barrel. Yet, in spite 
of the small brewers’ high operating costs, and other handicaps, he 
sells his product in his loc: ality ata lower price than the big national 
brewer. 

In the field of advertising, national shippers can afford large budg- 
ets to build up prestige through national advertising, and much of 
the competition among large brewers is for the sale of television enter- 
tainment rather than the sale of beer. Local brewers are denied the 
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prestige of this kind of national advertising, because (1) they cannot 
afford it, and (2) even if they could, it would be to a great extent 
wasted circulation. No small brewery can use national public ations 
such as Look, Life, or Colliers, nor can he buy time or talent on TV 
and radio such as is available to the national shippe rs. 

Many small brewers still in business are in financial distress. In 
order to obtain accurate factual data to submit to the Ways and 
Means Committee of the House of Representatives, the Brewers’ As- 
sociation of America, representing the small local plants, several 
months ago undertook a survey of its members by sending out a ques- 
tionnaire soliciting profit and loss data, sales figures, and general in- 
formation concerning operating problems. Full information was 
supplied on this questionnaire by 78 brewers, representing over 50 
percent of the membership of the Brewers’ Association of America, 
and also representing about one-third of the brewing companies in 
the United States. 

The information thus submitted was correlated to give a group 
picture of the American brewing industry; and it is a very gloomy 
and depressing picture, as you will readily observe from the consoli- 
dated data contained on the chart which I am submitting as a part of 
my testimony. 

Senator Gotpwarer. That will be made a part of the record. 

Mr. Linpner. Thank you. 

(The exhibit referred to follows :) 


ExuHipit 5 (c) 


Breakdown of 78 small brewers’ operations on basis of data submitted to 
Brewers’ Association of America in October 1956 











Classification 1951 1952 | 1953 1954 1955 

iste 
1. Number of brewers showing profits_ - 58 | 57 | 58 | 52 51 
2. Their total barrelage 5, 304, 101 5, 495, 389 5, 271, 570 5, 020,686 | 4, 509, 125 
3. Their total profits $6, 155, 169 | $6, 65 6, 138 | $5,987,647 | $5, 663, 815 | $4, 943, 695 
4. Average profit per brewer $106,123 | $116,774 ¥103, 235 | $108, 919 $96, 935 
5. Average barrelage per brewer - 91, 450 96, 410 | 90, 889 96, 551 88, 414 
6. Average profit per barrel 90.89 | $1.11 $0. 98 | $0. 92 $0. 75 
1. Number of brewers showing losses 20 | 21 | 20 | 26 27 
2. Their total barrelage 981, 458 920,570 | 1,071, 806 1, , 162, 034 1, 466, 529 
3. Their total losses | $1, 306, 395 | $626,585 | $866,668 | 4 34) $1, 442, 396 
4. Average loss per brewer. | $65, 320 | $20, 837 | $43, 333 } $53, 442 
5. Average barrelage per brewer-~- 49, 073 43, 837 | 53, 590 | "44, 693 54, 316 
6. Average loss per barrel $1. 46 | $1. 02 $0. 96 $0. 99 | $1. 09 

| 
SUMMARY | 
| | 

a ny il barrelage of 78 brewers | 6, 285, 559 6,415,959 | 6, 343,376 6,182,720 | 5,975, 654 
2, N total | profit | $4,848, 774 | $6,029, 553 | $5, 120,979 | $4,816,881 | $3, 501, 299 
3. a verag » barrelage | 80, 328 | A. 256 | 81, 325 | 79, 266 76, 611 
4. Average e profit per brew wer $62, 164 | $77, 302 | $65, 653 | $61. 755 | $44, 888 
5. Total Federal excise tax paid $56, 570, 031 |$57, 743, 631 $57, 090, 384 |$55, 644, 480 | $53, 780, 886 
6. Total payroll Jcwanvned «| Soe Semen 
7. Total advertising expenditures | | ----| $9,281,871 
8. Average advertising per brewer_. | -| oat < | $122, 129 
9. Average advertising per barrel : | | | $1. 29 


brewers turned in a profit in 1951, and in the y 





Mr. Linpner. I would like to point out particularly the fact that 
these statistics do not reflect the operations of any breweries which 
have been forced out of business. 
brewers who have continued to operate in the atmosphere of fierce 
competition provided by the giants of the industry. 
As you will note from the accompanying chart, only 58 of these 


It is a statistical picture of 78 


showing a profit dwindled to 51 and such profit was nominal. 


par 1955 the number 
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It will be further noted that 27 of the 78 breweries cooperating in 
the survey lost money on their operations in 1955, as compared with 
21 who lost money in 1951. The total average losses of this group in 
1955 amounted to $1.09 on every barrel of beer sold. The total bar- 
relage on which a loss was suffered has gone from slightly under a 
million barrels in 1951 to nearly a million and a half barrels in 1955. 
This downward trend has continued through 1956 to the present time. 

It can be conservatively stated that the 78 brewers cooperating in 
the survey represent a capital investment in buildings, machinery, 
real estate, and other tangible assets in an amount exceeding $100 
million. In 1955, they paid to the Federal Government alone in 
excise taxes $53,780,886, w hile pocketing only 6 percent of this amount 
as profits. The 27 brewers in deficit operations in this group paid in 
1955 excise taxes of $12,980,000 to the Federal Government, but 
wound up the year with a loss of over $1 on every barrel of beer sold. 

In 1955, this group of 78 breweries had a total payroll of over $30 
million, which, of course, contributed to the economic welfare of a 
great many communities. 

These figures well illustrate the fact that the average small brewer 
works first for Uncle Sam as a tax collector, second for his employees 
as a paymaster, and winds up with practically nothing for himself 
except depreciation on machinery and equipment, and future dark 
prospects of having to close up his plant. 

Why the local brewer must be saved: You may ask why Congress 
should be concerned over the survival of the small local brewer. The 
average small brewery represents a substantial investment of local 
capital, provides needed industry to its community, and employment 
to scores of local citizens. 

The Brewery Workers Union wil] attest that the small brewers 
employ more men per barrel of beer produced than do the national 
shippers. When the business of a small brewer is lost to a national 
shipper, the industry and employment provided by the plant are not 
merely “shifted” but irretrievably lost. The delivery truck of the 

national shipper replaces a thriving community industry, employing 
engineers, firemen, production workers, packaging, labeling and ship- 
ping clerks, and a sizable staff of office administrative help. 

The small breweries employ local workers who spend their earnings 
in the community in which the brewery is located, thereby increasing 
the volume of business of the grocer, butcher, and the clothier, who 
in turn from their profits are required to pay income tax. 

When local breweries shut down, the entire locality suffers. Every- 
body knows that local breweries, like all local enterprises, do a much 
better job of supporting local community chests, chambers of com- 
merce, church, and civic groups than do the national shippers. 

They also pay local taxes on land and buildings, which the national 
brewers do not, and their executives and employees pay local and State 
taxes in substantial amounts. Small breweries are forces in the com- 
munity for civic betterment, and when the local brewery folds up, the 
community and its citizens lose in hundreds of different. ways. 

The smal] brewers have a hard enough time surviving against the 
concentrated economic power of the national brewers in any event. 
When you add to that the unequal burden imposed by the present 
flat: rate of excise tax, the task is almost hopeless. 











TAX PROBLEMS OF SMALL BUSINESS 71 


The present excise tax on beer of $9 a barrel is such a large part 
of the price that it dominates the economics of the industry. The 
amount of this tax may be equal to from 35 to 70 percent of all the 
other costs incurred by the brewer with respect to his beer. And it is 
not unusual to find a small brewer who collects $40 to $50 in excise tax 
for Uncle Sam for every $1 he keeps for himself in net profits. 

Senator Gotpwarer. Pardon me, Herb. You are talking about a 
small brewer there ? 

Mr. Linpner. Yes, sir. 

Senator Gorpwarer. Collecting $40 to $50 in excise taxes for every 
dollar he keep in net profits 

Mr. Linpner. That is right, sir. 

Senator Gotpwater. What would that ratio be for a firm like Schlitz 
or Budweiser ? 

Mr. Linpner. I would say probably one-third as large. In other 
words, I would say that the national brewery keeps $3 of the $50. 

Senator Gotpwater. They keep $3 of the $40 or $50? 

Mr. Linpner. I would say so; yes, sir. 

Senator Gotpwater. Thank you. 

Mr. Linpner. In fact, as my exhibit discloses (see p. 67) there are 
many brewers paying excise taxes on their sales who are operating 
their pl: ints at a financial loss and borrowing money to stay in busi- 
ness. This is well worth keeping in mind from the st: indpoint. of pro- 
tecting the Government’s revenue by keeping the small brewers in busi- 
ness. When a company is collecting revenue for the Government 
while earning nothing for itself, it seems to me that the Government 
has a very definite interest in giving that company a helping hand. 

This is how we think the problem. can be solved: For several years 
small brewers have been seeking relief from the present unfair and 
inequitable situation by asking for a tax reduction of $2 a barrel on the 
first 100,000 barrels of beer sold annually by each brewer. Bills to 
accomplish this are presently pending before the Ways and Means 
Committee of the House of Representatives. 

One of these is H. R. 774, sponsored by Congressman Machrowicz, 
of Michigan, who is a member of that committee. If these bills are 
enacted, a brewer selling up to 100,000 barrels of beer a year would ps Ly 
a reduced tax upon his total volume, while the brewer selling a million 
barrels a year or more would pay the reduced tax only on the first 
100.000 barrels sold in the calendar year. 

Therefore, the effect of this legislation on the tax payments of 
the largest brewers would be negligible in relation to their total 
tax. There are about 20 brewing companies with sales of more than 
1 million barrels a year. The 2 largest brewers each have sales of ap- 
proximately 6 million barrels a year, and each pays about $60 million 
a year in excise tax. 

“The $200,000 which each of them would be saved by this legislation 
is less than two-fifths of 1 percent of their total excise tax, and over 
half of this saving would be returned to the Government as income 
tax. And yet, a tax reduction of $2 per barrel upon the first 100,000 
barrels of beer sold annually by each brewer will spell the difference 
between survival and bankruptcy for many small local brewers who 
are struggling to survive. 

An adjustment i in the excise tax is the only way to save the small 
concerns in the brewing industry. A change in income-tax rates 
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would not do the job, because income-tax relief does not help the 
company that has losses instead of profits ; and this is the situation 
of all too many of the small brewers. The evil flows directly from 
the excise tax itself with its unequal burden, and it is only by chang- 
ing that tax that it can be corrected. 

In conclusion, I mentioned at the outset of my testimony that the 
Senate Small Business Committee must be quite aware of the small 
brewers’ problem. Your monopoly subcommittee undertook an in- 
vestigation of the brewing industry over 2 years ago in the spring of 
1955. Your staff completed an exhaustive study of concentration in 
the brewing industry more than a year ago, and received the full 
cooperation in that study of all offici: als and members of the Brewers’ 
Association of America. Questionnaires were sent to all brewers in 
the United States and a wealth of information was gathered. Still no 
report of the findings of your committee on its investigation of the 
brewing industry has ever been published, although small brewers 
and their representatives have been constantly urging the publica- 
tion of these findings. 

Mr. Chairman, the small brewers are in serious trouble. I would 
urge you to look to the unpublished findings of your own committee 
in the brewing industry investigation to ¢ onfirm all of the facts which 
I have given you here » today i in my testimony. 

I would also urge again that the findings of your committee in this 
investigation be published without further del: ay and be made a part 
of the record in these proceedings. The industry has waited and 
waited many months for the findings i in this investigation, and ean- 
not understand why the report has not been published. As far as I 
know, whenever there is an industry study or investigation by a con- 
gressional committee, there is some sort of report to show the results 
of the inquiry. May we not look forward to the publication of your 
report in the brewing industry investigation without further delay ? 

I feel confident that all committees of Conress de: uling with the 
small brewer’s problem will be aided materially by the dissemination 
of the information gathered by your committee in its extensive in- 
vestigation. 

Thank you, sir. 

Senator Gorpwater. Herb, I want to thank you for this. These 
tables you refer to are included in the record. 

Mr. Linpner. Yes, sir. 

Senator Gotpwater. They are the ones to be incorporated in the 
body of your statement. 

Mr. Linpner. Yes. 

Senator Gotpwater. Senator Kuchel, do you have any questions? 

Senator Kucuex. No, sir. 

Senator Gorpwater. I cannot speak for the entire subcommittee, 
nor for the whole committee, but I will tell you that I personally will 
ask that we consider the publication of this report. I cannot promise 
it will be done. I am only one of many, but we will certainly discuss 
it at our first opportunity, which should come, I would say, after the 
reconvening of Congress in January. 

Mr. LinpNer. Thank you, Senator. 

Senator Gotpwater. We will ask for it and see what happens. 

Mr. Linpner. Thank you. 

Senator Gotpwater. Thank you very much for being here today. 
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The next witness today is Dr. Arthur W. Gutenberg, an economist 
and business consultant, who was formerly with Arizona State Col- 
lege at Tempe. I have w orked with the doctor a good many times, 
and I have great confidence in what he is doing. 

Mr. Gurrenserc. Thank you, Senator. Although I am appearing 
here at the committee’s request in my own behalf, I am still a member 
of Arizona State College. 

Senator Gotpwater. I know you are. 


STATEMENT OF ARTHUR W. GUTENBERG, BUSINESS 
CONSULTANT, PHOENIX, ARIZ. 


Mr. Gurenserc. My name is Arthur W. Gutenberg. I am a busi- 
ness economist, educator, and business consultant. I should like to 
submit the following remarks relating to the tax problems of small 
businesses: 

At the outset, 1 would like to emphasize that my remarks are some- 
what restricted in scope. I am talking about Arizona’s small busi- 
ness, and this being a young State, most businesses are small. 

It should also be remembered that the State’s population has ap- 
proximately doubled since 1940, which means that about half of the 
present business population is of recent origin. In short, Arizona’s 
businesses can be characterized as being young, usually managed by 
the founders of the unit, subject to extreme expansion pressures, and 
by overall United States standards small in size. 

Secondly, my remarks are restricted to my experiences with Ari- 
zona businesses as evaluated by my knowledge of statistics regarding 
the State’s economy, my work with educational activities relating to 
small-business seminars, and some contacts with businesses as a con- 
sultant. Hence, my conclusions are based on what I think are ex- 
periences with the more progressive and active firms representing the 
upper 50 percent of the businesses in the State’s economic activity 
rather than the weaker ones. 

The growth of Arizona business has been marked by difficulty in 
obtaining all kinds of capital. Though problems of this kind are not 
unique, they have been serious and troublesome, nevertheless, because 
the State has grown so rapidly. In the procurement of equity capi- 
tal, service charges, finders’ fees, or promotion expenses up to (and 
occasionally exceeding) 20 percent of the funds sought are not un- 
common. 

Furthermore, in most cases, needs for equity capital by Arizona 
firms are so small that it is difficult to satisfy their needs for equity 
capital in any of the normal channels. This forces the businessman 
to seek assistance from promoters who manage to live just inside the 
law but still are able to extract large fees and other charges for their 
services. As will be mentioned later, the present tax structure often 
assists these unscrupulous individu: ls by drying up needed capital. 

The banking system of the State also has been under continuous 
pressures. On the whole, the banks have assisted their customers 
and have performed an excellent service in bringing capital into the 
State, but their activities have, for the most part, necessarily con- 
sisted of providing short-term financing to established businesses. 

It is my feeling that many businessmen do not fully understand this 
function, for they often criticize these institutions for their failure to 
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provide equity or long-term financing, and, I should say, equity 
capital. 

i ieevteenn capital, again, is ofttimes difficult to find and is expen- 
sive to these small-business men. Although insurance companies, va- 
rious trust and investment funds, and similar institutions have often 
ee funds for worthwhile projects, the needs of many small 

usinesses in the State are not always well suited to these mediums. 

As a result, preferred-stock isues paying 714 percent and notes 
bearing interest from 8 to 11 percent are necessary to provide this 
type of financing. Ofttimes, promoters of these notes require large 
additional service charges, insurance, or finder’s fees before the funds 
are made available to the firms. 

Lest I be accused of being one-sided or prejudiced, let me hasten 
to add that the small-business man also is often at fault. Many 
times he lacks the training and judgment of financing and even run- 
ning an expanding business and hence encourages sh: irp promoters. 

Secondly, he, the businessman, often is unwilling to share his enter- 
prise with the ‘capital source, even to the point of allowing an audit 
of the business’ books. Obviously, no lender of money is willing to 
release funds unless he can exercise some control over them or is 
satisfied that his funds are adequately protected. 

Finally, our legal structure, of necessity, is such as to assist big 
business. Our laws pertaining to corporations, bankruptcy, taxa- 
tion, and so forth, have, over the years, been developed to protect the 
investor in, the employee, and the manager of large enterprises, with- 
out which our Nation would not have grown to the great height 
which it has achieved. However, in the process, I feel we have ne- 
glected to provide a similar legal structure to assist the small-business 
man. 

I have already mentioned that the present tax structure ofttimes 
directly creates serious problems for the small-business man. As is 
usually the case in situations of this kind, it is a relatively simple 
matter to isolate the problem, but difficult to find the right solution 
to it. 

First of all, any solutions must be equitable. Small business must 
pay its fair share of governmental costs. This implies that this fair 
share can be determined. Secondly, the term “small” business is not 
very well defined. Many firms classified as small businesses by the 
Small Business Administration are considered large here in Arizona. 
Hence, a solution beneficial to some firms might prove detrimental to 
others. This second problem implies that any solution should offer 
alternatives to the businessman. 

On the basis of my observations to date, I can see some changes in 
the tax structure which can be beneficial to the group of businesses 
of which we speak today. First of all, the position of equity capital 
can be improved by changing the concept of profit. Today, particu- 
larly in growing areas such as Arizona, a large part of a firm’s earn- 
ings are plowed back into operations and used for expansion. In one 
sense, the owner of a business does not receive a direct benefit from 
this profit. Yet he pays taxes on it, particularly if his business is 
operated as a proprietorship or partnership. 

Secondly, many small businesses must, for several reasons, such as 
proper credit standing, and so forth, operate as a partnership or pro- 
prietorship. If such “businesses could, for tax purposes, elect to pay 
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taxes either as a corporate organization or as individuals, many such 
firms would find it possible to effect savings in funds and otherwise 
operate more efficiently. The law already recognizes that such spe- 
cial situations exist in the case of foundations, charitable institu- 
tions, labor organizations, and many other institutional types of or- 
ganizations. 

I have already pointed out that small-business organizations often 
experience difficulty in finding needed funds. This is particularly 
true when emergencies arise. A death in a firm is one example of 
these special needs. It would be helpful, therefore, if estate taxes (and 
any other special levies such as might arise in a business which expe- 
rienced a sudden windfall in profit but not necessarily in cash earn- 
ings) were able to pay on an installment basis extending beyond the 
initial year in which these tax liabilities are incurred (and yet pro- 
vide for quick collection by the taxing governmental unit). 

Finally, tax provisions for the establishment of retirement funds, 
pensions, and other fringe-benefit programs are needed. At present, 
small business is experiencing a problem in obtaining good caliber 
personnel, particularly just below the top-management level. To the 
cream of the crop of the present college graduates, a healthy boss of 
40 at the helm of a firm which has only a limited number of potential 
management vacancies is enough to scare them away. 

However, when, in addition to this, they find that fringe-benefit 
programs in these firms are limited by the tax structure, these young 
people are, in effect, told that their future should be in areas other 
than small business. 

It is my feeling, gentlemen, that small business is an essential 
source of tomorrow’s big business; hence, an essential part of our 
economic system. The protection and extension of all of the economic 
forces which comprise this economic system, therefore, are desirable 
and necessary. 

Senator Gotpwater. Thank you very much, Doctor. 

Senator Kuchel ? 

Senator Kucuen. No. 

Senator Gotpwater. I have a question before counsel interrogates 
you. Arthur, you have given a lot of thought to this question of what 
is small business. Do you have any suggestion we might follow in 
redefining or attempting to redefine small business? 

Mr. Gurenserc. For the last 3 years, I believe, I have been more 
or less coordinator of the small-business seminar on the campus. At 
the present time, I am developing one for the electrical-contracting 
industry. I have come to the conclusion that there is no one single 
definition, because, wherever you cut it off, you find that you left out 
someone and included someone else. 

Possibly, the only thing I can see is a study of industry by indus- 
try. And, in thinking about this, Senator, I have come to the con- 
clusion that, possibly, the best thing to do in that situation is where 
you are trying to determine laws defining small business is to provide 
alternatives where the man himself can place himself. And then, as 
he expands, you ultimately define him into big business, which is 
easier. 

Senator GotpwatTer. You have other complications, too. For 
instance, a large business in Phoenix could be a small business in Los 
Angeles. 
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Mr. Gurenserc. That is precisely the feeling 

Senator Gotpwarter. A small business in Phoenix could be a large 
business in Concho. So we have the size of the community to con- 
sider in the size of the businesses. 

Would you suggest a two-legged approach to this: One, industry 
by industry, and, second, by population or population relationship ¢ 

Mr. Gurenserc. It appears very probable—I had not thought 
about the population idea as much, because generally you get into 
these smaller communities. It has been my notion that the relation- 
ship to the community is about the same as in the larger areas, and 
particularly in business, in industrial developments, is where you re- 
fine this problem. It is not so much in the retail area, because your 
retailers are all—I should not say all, but the majority of them are 
what we would categorize as small business. 

Senator Kucuer. I do not follow the Senator on that. What dis- 
tinctions would flow from the classification of small businesses in a 
background of a population area in which they are located ? 

Senator Gorpwater. Just this, Tom: Say we have a business in 
Phoenix, Ariz., that is doing $100,000, es us say, and turning out 
aluminum machine screws for Lockheed, as a subcontractor. That 
would be considered, T imagine, a large iiateaelid in Maricopa County, 
particularly in that category. 

If that particular plant were removed to Los Angeles, it would be 
a relatively small business by comparison with some of your estab 
lished machine-screw operators over there, which we do not have in 
this community. 

Senator Kucnent. What T mean is, how would you treat them dif- 
ferently? 

Senator Gotpwater. That gets up to the $64 question. T bring this 
up because in the Small Business Administartion that is one of their 
biggest handicaps. In other words, up until recent times, our Smal 
Business Administration problems were all handled out of Los Angeles. 
Now, it is only normal for a Los Angeles office to look upon the prob- 
lems of a small-business man in Arizona as comprising the same prob- 
lems as the one in California, where they could not do that. That is 
the reason I bring in the population. 

Does that clear it up ¢ 

Senator Kucnen. Yes. 

Senator Gotpwater. If you chase that down, there is no end to if, 
but that is one of the major problems we have in analyzing small busi- 
ness. I have been fighting 4 years back there to try to get some con- 
crete thinking on this problem that crops up in the Joint Committee 
on the Economic Report ; when the President each year has to write 
his economic report to the Congress, he talks about small business, and 
he talks about it in a broad general way. 

Well, what is small business? We look at our definition of it. Tn 
some categories we do not have businesses that big in Arizona, and yet 


the definition of both committees would cover that as a small business. 

T really think that out of this will come an insistence that we either 
by panel study or by mailed solicitation study try to determine better 
standards. It is getting more and more evident in these hearings, as 
was brought out earlier, that while we are listening to small business— 
if you want to compare it, we are not listening to the small-business 
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men that I think the Congress wants to get to. Instead, I think we 
are Working nationally more or less in an area of medium-sized busi- 
nesses, where we work by comparison. 

General Motors is big. Kaiser-Fraser would be small in comparison 
with General Motors. But they would be pretty big in comparison 
with somebody making wagons or trailers in some ¢ ity of Arizona. 

Do you follow me onthat? That is all I have. 

Counsel, do you have some questions ? 

Mr. Erickson. Dr. Gutenberg, you mentioned the need for alterna- 
tive methods for determining relief—in other words, apportioning it 
out and providing for it. 

At the top of page 4 you discuss the e ‘lection to pay taxes on the part 
of a proprie torship to he taxed as a corporation. Do you feel yourself 
from your experience in this area with business that such an election 
is wise? 

Mr. Gurenserc. Not under the present tax laws. Because it 1s too 
complicated, as T pointed out, in other areas, too. That is, it is often- 
times too diffic ult and too complie ated to work the situation through. 
And I am not an accountant. There are many C. P. A.’s, and I am 
taking their word for this. 

Mr. Erickson. Do not misunderstand, Dr. Gutenberg. I am not 

isking now whether the specific provision now enacted in law is good. 
am asking, i in your experience, do you think that providing for such 

in election by a business unit doing business as a proprietorship to be 


taxed * a corporation, should there be such an election ? 
Mr. GUTENBERG. Yes. 


Mr. Erickson. Provided—— 

Mr. GurenserG. Provided there are some other changes in the cor- 
porate tax | AWS, as Mr. Smith outlined eariler. 

Mr. Erickson. Do you believe there should be an election for small 
corpor: " ions to be allowed to be taxed as individuals or partnerships ¢ 

Mr. Gurenserc, I think that, yes, by virtue of the same situation 
which could work in reverse. 

Mr, Ertcxson. From your experience, would you think it wise that 
such an election be pe rmanent and binding, or would you think it 
possible to have an election which might be reopened, either on a year- 
to-vear basis, or maybe every 4 years? 

\lr. Gurennere. A reopening and reevaluation, I think, would be 
wise over a trial period. In other words, I do not feel that a man 
should from year-to-year be able to switch from one to the other. But 
certainly a reevaluation for a 4-year period, say, would be a very—I 
feel very beneficial. It would stimulate the country. And as pointed 
out here, particularly one of the crying needs of small business is the 
need for equity capital. And certainly within that framework, I 


think it would work to the benefit of our Nation’s economy. 
Mr. Ertcxson. That is all. 


Senator GotpwaterR. Do you have 
rey / 

Senator Humpurey. No. 
Dr. Gutenberg’s statement. 
having it. 

Mr. GuTenpere. Thank you. 

Senator Gotpwarer. Thank you very much, doctor. 


any questions, Senator Humph- 


I only regret I was not present to hear 
I do have it before me and I appreciate 
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The next witness is Mr. Allen L. Rosenberg, who is secretary- 
treasurer of the Advance Seed & Grain Co. I believe he appears here 
on behalf of the industry, or just on behalf 

Mr. Rosenvere. On behalf of ourown company. Senator, although 
I am a member of the board of directors of the Grain and Feed 
Dealers’ National Association, I am not speaking officially for them. 
But I would say that it is a pretty safe bet that the problems are 
general in nature and would apply all over the country, as they do 
here. 

Senator Gotpwarer. I might say Mr. Rosenberg is a former city 
councilman of Phoenix. 

Mr. Rosenpere. Of course, there is no way to tell how my presenta- 
tion will end, but I feel like I am starting off in friendly hands. It 
has been my privilege to know Senator Goldwater for about 24 years 
asafriend. Weshare a common age, also. 

Senator Kucnexr. You just look younger than he does. 

Senator Humpnrey. I agree. 

Mr. Rosenserc. I am not positive whether that is a compliment or 
not. [ Laughter. ] 

Senator Gotpwarter. I am used to being insulted by Californians, 
but now I hate to see Minnesota join in the act. [Laughter.] 

Senator Humpnrey. I was just being cooperative with Senator 
Kuchel. 

Mr. Rosenperc. I do not feel it is too bad getting started this way 
with Senator Kuchel here. I was born in California and spent the 
first 5 years of my life there. And much to my disappointment, I 
have a slew of relatives there who are fighting their way blindly 
through the smog; but much to my disappointment, they are also lend- 
ing aid and comfort to the attempted steal of our water, Senator. 

(Discussion off the record.) 

Mr. Rosenserc. Just to terminate it, Senator Humphrey and I 
happen to be exdruggists together. 

Senator Humpnrey. Very good, sir. That is a fine note on which 
to start off this discussion. 





STATEMENT OF ALLEN L. ROSENBERG, SECRETARY-TREASURER, 
ADVANCE SEED & GRAIN CO., PHOENIX, ARIZ. 


Mr. Rosenserc. Mr. Chairman, and gentlemen of the committee, 
my name is Allen L. Rosenberg, secretary-treasurer of the Advance 
Seed & Grain Co. 

In a historically unprecedented era which is producing automation, 
electronics, nucleonics, atomic and hydrogen devices for war and 
peace, and otherwise cracking man’s limitation of scientific knowl- 
edge at such a breathtaking pace that today’s inventions obsolesce 
yesterday’s, it finally becomes believable that anything can happen. 
The international tensions, at the highest level since the world began, 
brought to that pitch because we now fear our civilization can be de- 
stroyed by weapons we have created, are playing a major role in the 
internal affairs of our country. In the light of the headlong rush of 
the business mind in its frenzied attempt to keep abreast of the scien- 
tific mind, in an effort to comprehend and evaluate rapidly shifting 
economic implications competitively, it is no wonder that some of the 
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basic fundamentals on which this country was founded get lost in the 
shuflle. 

Fortunately, the Congress of the United States was alerted to the 
creeping paralysis attacking one such keystone of our foundation and 
expressed its policy in forthright fashion in section 202 of the Small 
Business Act of 1953 by saying: 

The essence of the American economic system of private enterprise is free 
competition. Only through full and free competition can free markets, free 
entry into business, and opportunities for the expression and growth of personal 
initiative and individual judgment be assured. The preservation and ex- 
pansion of such competition is basic not only to the economic well-being, but to 
the security of this Nation. Such security and well-being cannot be realized 
unless the actual and potential capacity of small business is encouraged and 
developed. 

It is gratifying to note that the administration recognized the nec- 
essity of, and was completely sympathetic to, this mandate of Con- 
gress as evidenced by the affixing of the Presidential signature on the 
same day congressional passage was completed. 

Certainly the fact that small business is unable to compete with 
big business in the matters of adequate financing of current opera- 
tions, expansion, research, building quick public acceptance of new 
products through expensive publicity campaigns, providing highly 
attractive incentive offers to productive executives including stock 
options, deferred-payment plans with appreciable tax savings, and 
so forth, points up the need for some help to small business if it 
has value to the national economy and if it is to survive in any 
healthy sense. 

Strong statements by bankers across the Nation relative to increas- 
ing working-capital requirements of small businesses in the face of 
today’s tax bites and the tremendously upsurging rush for cover by 
those able to qualify for mergers, testifies dramatically that even in 
the face of an expanding population and economy, something is rad- 
ically wrong taxwise for this Important business segment. 

The question then is what to do, which is why you gentlemen are 
here, for which we are grateful. There does not appear to be any 
simple or single answer unless we were to suddenly outlaw our whole 
cumbersome and largely archaic Federal tax structure and start over 
with a clean slate. ‘In lieu of this highly desirable, but admittedly 
improbable, solution, we must examine other alternatives. 

Our bankers tell us that working c apital comes from four sources: 

1. Retained profits—after depreciation and taxes; 

. Fresh new equity money—sale of stock or additional invest- 
iit 

3. Proceeds of a term loan with that portion due beyond 1 year as 
working capital; 

4. Changing of some noncurrent asset into a current asset—such 
as the sale of machinery or equipment, the payment of a deferred 
receivable, and so forth. 

The difficulties facing small business in the attempt to secure fresh 
new equity money, or to develop long- term loans, both widely used by 
big business, are too well known to require further comment. The 
changing of some noncurrent asset into a current asset is something 
which occurs so ee as to be discounted. Therefore, we are 
‘r depreciation and taxes. 





left with retained profits 
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To provide a degree of temporary relief in the buildup of working 
capital, we believe that taxpayers should be permitted the same use 
of alternative methods of depreciation for used property as is now 
provided by section 167 of the 1954 Internal Revenue Code for new 
assets. 

Here is an example of the inequity existent under the present de- 
preciation regulations. Our firm made a good buy this year in a 
used Burroughs sensimatic bookkeeping machine for our accounting 
department. At least we thought it was a good buy when we made 
it. Now we are not so sure. Here is why. The machine was in 
excellent shape, almost new, and we paid $2,800 for it. .A competi- 
tive firm bought a brand new one for $3,250. When our auditors 
came in to set up the depreciation schedules, we learned that this 
machine could be depreciated in 8 years, at the rate of $350 per year 
on a straight-line basis only, because it was classified as used. 

Our competitor, on the other hand, adopted the sum-of-the-digits 
method under his option because his machine was new. By the end 
of only the second year, he will have been permitted to deduct $1,- 
354.15 against our $700, thus giving him a clear tax deductible advan- 
tage of $654.15. And by the time the fifth year is completed, he will 
have taken depreciation of $2,708.52 versus our total allowable deduc- 
tion of only $1,750, or almost as much as we paid for our machine, 
and a gain in his favor of $958.52 for identical office machines doing 
the same work. Does that sound fair? 

In addition to providing much needed help to firms already in 
existence, many new small businesses would have greatly increased 
chances for survival if permitted to use depreciation schedules other 
than straight line, for used equipment. 

Under the present system of depreciation allowances, small busi- 
nesses already in existence find that new competitors fall heir auto- 
matically to a tremendous discriminatory advantage over them. 

Here is a graphic illustration. In 1947 a firm constructed a grain 
elevator at a cost of $250,000. Bulletin F of the Internal Revenue 
Service indicates a life expectancy of 6624 years, or 114 percent annual 
‘‘raight-line depreciation on such a structure. In 25 years, the total 
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allowable depreciation will have amounted to $93,750. 

Now—10 years later—in 1957 a new competitive firm comes along 
and also builds a grain elevator at a cost of $250,000. Under the 
optional methods permitted in the 1954 Revenue Code, the new firm 
elects to use the sum-of-the-digits method to establish its depreciation. 
In only 15 years it will have accumulated $99.012 worth of chargeoff, 
thereby gaining a full 10 years plus $5,000 more depreciation than 
the older firm. By the end of 25 years, the newer firm will have far 
outstripped the older firm, by having been permitted to legally deduct 
$150,902 as against only $93,750 for the first firm, a clear depreciable 
gain of almost $60,000, purely because of a tax mechanism. 

In view of this manifestly inequitable situation, we respectfully 
submit that all used property, without regard to acquisition date, be 
afforded the identical right of application of the optional methods 
of depreciation as provided in the 1954 Revenue Code. 

However, in order to achieve a healthy and permanent buildup of 
capital funds which would permit a small business at least a modicum 
of competitive equality with big business, we must look for relief to 
modification of other provisions in our burdensome tax laws. 
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In examining some of the suggestions which have already been 
offered to Congress for study, it is our considered opinion that if tax- 
relief legislation is to be enacted which would result in any real 
help to our highly prized competitive free-enterprise system, then 
several of the proposals should be combined into one bill and passed. 
Otherwise the tax relief to small business would be so limited in 
nature as to constitute nothing more than a political sop. 

We respectfully and strongly urge that the United States Senate 
Select ne Business Committee recommend for passage to the 
Congress, in a package bill, a permitted deduction for additional 
investment aaa a taxable year, an increase in the exemption of 
corporate income subject to surtax, and a reduction in the corporate 
normal tax rate. 

We would recommend that the permitted deduction for additional 
investment during a taxable year be geared to the size of small business 
on a gradually increasing scale with a top limit of $75,000 and a 
permitted carryover for excess into the next taxable year. 

One reason for this recommendation recognizes that under allowable 
depreciation schedules, even if every cent were conserved for replace- 
ment, there is no provision for inflationary increases in actual 
replacement costs. In recent years, these have been startling, and, in 
many instances, staggering to the point of being prohibitive. 

Some precedent for this recommendation has been established in 
the matter of allowing farmers to deduct otherwise nondepreciable 
expenditures covering “soil- and water-conservation practices up to 
25 percent of gross income with a permitted carryover of excess. 

We further recommend that the exemption from the surtax rate 
on corporate income be increased to $100,000 and that the corporate 
normal tax be halved by reduction from 30 percent to 15 percent on 
the first $25,000 of e¢ irnings. 

We are faced with the realities of business life in that, as a practical 
matter, in an expanding economy there is no such thing as finding 
a comfortable plateau on which to comfortably coast. C ompetition 
forces continuing action to expand facilities and improve services in 
order to prevent retrogression, or the other alternative to be swallowed 
up by big business when the net retention after taxes become inade- 
quate for minimal survival. 

That something need be done quickly to assist small business in its 
unequal struggle with big business in the present unhealthy tax climate 
is rather sts itlingly brought out in the recent Senate Antitrust Sub- 
committee study. In a comparison with prior years, it was dis- 
covered that small companies are moving backward in the production 
of net profits, whereas large companies are gaining ground rapidly. 
The Senate Antitrust Subcommittee calls the trend “concentration” 
and the reason for it is simply the inability of small business tu 
compete in the money market under discriminatory tax laws. 

Our forefathers fought bitterly and successfully against taxation 
without representation. For the first time, small business, a victim of 
a dynamic burgeoning catch-as-catch-can economy which has forced 
upon it separ ate status as an entity, has achieved representi ition 
through the United States Senate Select Small Business Committee. 

Thank you for the invitation to appear as a witness and present our 
views on this complex picture. We have faith in our country and in 
the preservation and improvement of our economic system. 
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We are aware of our responsibility as citizens and small-business 
men to assist you as best we may in your deliberations designed to ar- 
rive at some practical and workable solutions. 

You certainly have every fervent good wish for a successful cul- 
mination to your committee efforts from small business. 

Senator Gotpwater. Senator Humphrey ? 

Senator Humrurey. No. I just welcome these suggestions. I must 
say that they seem to underscore many of the suggestions that we 
heard earlier today, and particularly the package program that you 
are talking about. 

Mr. Rosenpera. Yes. 

Senator Humpurey. Which is one, I am sure, that will have very 
favorable response amongst the committee members. 

Mr. Rosensere. I hope so. Because anything less than that prob- 
ably would not be of enough help to gain the point we are trying to 
make. 

Senator GotpwaTer. Senator Kuchel ? 

Senator Kucuen. I think we all agree that there needs to be a 
change with respect to the purchase of used machinery. I do not want 
to prolong this, but A built a grain elevator in 1917 for $250,000? 

Mr. Rosenperc. Yes, sir. 

Senator Kucuen. I assume that is a brandnew elevator ? 

Mr. Rosensere. Right. 

Senator Kucuet. It is constructed. Ten years later in 1957 B does 
the same thing. I do not know that B has got as good a grain eleva- 
tor. I do not know that the money is buying as much as what A 
did in 1947. But in your example, B takes advantage of reducing the 
$250,000 expenditure which A could not have because the law did not 
let him do it. 

Mr. Rosenserc. That is right. 

Senator Kucuet. It is not on the basis of used machinery, however. 
It is on the basis of amortizing that capital expenditure ? 

Mr. Rosenserc. That is right, Senator, the difference there being 
that at the time the law became effective, as I understand it, that then 
was a used building and could not qualify for increased depreciation ; 
whereas, the new one being a new facility, could under the law. 

Senator Kucuex. I do not know that I would agree with you. Is 
it not true that in A’s case he has set up his schedule of depreciation, 
the Internal Revenue Service has come around, taken a look and 
juggled and said, “All right, this is all right,” and he has begun to 
take advantage of that schedule for 10 years, or for 1947 to 1954. 
I mean, I do not know—I see the problem. 

Mr. Rosenzerc. My only point is that he should be permitted, when 
the new law became effective, he should have been permitted then to 
scrap his option. 

Senator Kucnen. To scrap what he had done? 

Mr. Rosenzere. Well, just to switch to one of the new options. In 
other words, be extended the same right. 

Senator Kucuet. I can see some equities on the other side of that 
one. I mean, I put that in a different category than the business of 
depreciating 





Mr. Rosenserc. Of a bookkeeping machine ? 
Senator Kucuen. Yes,sir. [agree with you 100 percent on that. 
Wo further questions. 
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Senator Gotpwater. I just wanted to comment on part of your 


statement. On page 2 you say, the third paragraph, and I quote 
from it: 


There does not appear to be any simple or single answer unless we were to 
suddenly outlaw our whole cumbersome and largely archaic Federal tax struc- 
ture and start over with a clean slate. 

Then you go on to recognize that that is highly desirable but prob- 
ably not going to happen ¢ 

Mr. Rosenpere. Yes, sir. 

Senator Gotpwater. I hate to see you take that negative attitude. 
I think all of us will probably agree w ith you that anything happening 
is improbable—it is a very desirable thing. I think as much trouble 
stems from our overlapping laws and the misunderstanding of these 
laws, the fact that one bureau won't agree with another bureau—how 
to inter pret it creates as much problem for American business as does 
the very size of the tax that stems from these laws. 

Mr. Rosenserc. That is right. 

Senator GotpwarTer. You realize that, I think, 1954 was the first 
time any attempted recodification of our tax laws had been made in 
some 70 years? 

Mr. Rosensere. That is right. 

Senator Go_tpwarer. And so you begin to see the problems that 
face us. 

All of these suggestions that have been made today relative to mak- 
ing changes in the law that will atfect just one segment of our economy, 
namely, the small- business man, whatever that might mean, draws up 
in my mind the picture of immediate other changes that will fall in 
like sand caving in a hole. 

Mr. Rosenpere. Yes, sir. 

Senator Gotpwarter. The edge is apt to crumble, too. Personally, 
I would like to see the Congress someday undertake a gigantic study 
of the whole tax structure and then sit down and tear up all the old 
laws and write new ones. Then we would have 75 or 100 to catch up 
with the number we have now. We will catch up with it, but we will 
do the country some good in the meantime. 

Mr. Rosensera. You can be sure, Mr. Senator, if we see the faint 
glimmer of a green light, that negative attitude will become positive. 

Senator GoLpwatTer. C ounsel has some questions. 

Mr. Erickson. Just one question on one field, Mr. Rosenberg. At 
page 4, down at the bottom of the page, you recommend a deduction 
for additional investment, and then you suggest a carryover of that 
deduction. I wonder if you would explain to me the purpose of such 
a carryover ¢ 

Mr. Rosenperc. The excess above $75,000. In other words, if the 
investment in a taxable year, we will say, for illustration, were $100,- 
000, you would have the privilege of deducting the $75, 000 that year, 
carrying the $25,000 into the next year, which 3 you may or may not be 
able to use, depending on what your capital investment was during 
that second year. You might forget it because you might go over 
$75,000 again in a forced expansion or a desirable expansion, what- 
ever it might be. 

Mr. Erickson. You merely are suggesting that expansion sometimes 
will come in a spurt ? 
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Mr. Rosenserc. That is right. 

Mr. Erickson. Rather than over a period of years ? 

Mr. Rosenzerc. That is exactly right, Mr. Erickson. That has been 
our experience, as a matter of fact. 

Senator Gotpwarter. Any other questions? Thank you very much, 
Allen. 

Mr. Rosenserc. Thank you. 

Senator Gotpwarer. Our next witness this afternoon is Mr. John L. 
Quebedeaux, who is in the automobile-dealership business in Phoenix. 

John, it is good to have you here. 

Mr. QuEBEDE aux. Thank you. 


STATEMENT OF JOHN L. QUEBEDEAUX, CHEVROLET DEALER, 
PHOENIX, ARIZ. 


Mr. Quesepeaux. Mr. Chairman and gentlemen of the committee, 
my name is John L. Quebedeaux. I live in this city and have been 
a citizen of Arizona since 1936. For the past 12 years I have been 
associated with Quebedeaux Chevrolet and am one of the owners of 
that dealership which is engaged in the retail sale of automobiles and 
service. 

I consider it a privilege to appear before your important committee 
to set forth some of my views with regard to the impact of Federal 
taxation upon small business in general and the automobile dealer 
more particularly. I firmly believe that the other automobile dealers 
in this area would quickly agree with the statements I make here today. 

It appears to many of us in small business that the same philosophy 
of income and expense that applies to business should apply to gov- 
ernment. Barring a period of war, when spending is in understand- 
able desperation, government should and could be likened to business 
in many way. 

Expenses are obviously necessary to operate a government to serve 
the people. Income in the form of taxation must be collected to meet 
the expense bill. But if the amount and method of taxation exacted 
begins to destroy the source of revenue the Government must, like a 
business, take steps to protect it. The taxpayer should be satisfied that 
it is to his advantage to pay for the services and that proper value is 
received. 

Perhaps the most important concern of us taxpayers is what is 
so much money spent for. I certainly do not believe that full value 
is received for the taxes paid by small business, or by me on my 
personal income. It does not seem possible that the high cost of farm 
subsidy paid for by my nonfarm tax dollars is returned to us in fair 
and reasonable value. 

The same concern applies to business competing nontaxed Govy- 
ernment enterprises, cooperatives, religious and educational institu- 
tions. They receive the same Government protection and services 
as the taxpaying individuals and businesses. 

The inequity of such policy is beyond the understanding of mil- 
lions of citizens who are footing the bill. 

The small-business house—be it corporation, partnership, or pro- 
prietorship—is staggered in its attempt to meet the enormous tax bill 
handed it each year because of the inequity of our tax laws and Gov- 
ernment spending program. 
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The enormity of Government spending has caused tax rates to be- 
come so high that citizens and business alike are crushed in their 
ambitions and ability to expand their earnings. 

Small business is particularly in need of relief if it is to grow. 
With its lack of capital, expansion must be made with high-cost 
borrowed money on frequently unfavorable terms. Investments in 
increased inventories, equipment, and facilities are limited to the 
amount of profits after taxes. These can normally be supplemented 
with borrowed money only to the extent that the cost and terms will 
be supported by the additional gains to be obtained by such invest- 
ments. 

Too many times a contemplated expansion program is dropped 
because it just is not worth the risk for the possible aftertax gain. 
If the aftertax incentive had been great enough, the program would 
have gone forward, the small business would have expanded, done 
more business, and paid more taxes. 

No subsidy is needed to keep small business afloat. It will strive 
to operate and grow—but can only successfully do so if the oppressive 
tax rates are reduced through Government economy and equitable 
tax administration. 

Some bills are currently before the Congress designed to give some 
relief to small business. One that affects automobile dealers is H. R. 
8623, which deals with the treatment of dealer reserves. This bill 
is not designed to afford any special relief in the area of rates but is 
for the purpose of setting right an unfair method of tax collection. 

Permit me to explain in some detail what is meant by dealer re- 
serves in this instance and the problems with which we are confronted. 
When a dealer sells merchandise on a time sales contract, the dealer 
commonly sells that contract for cash to a bank or finance company. 

That does not mean necessarily that the transaction is forever ended 
there between the buying finance company or bank and the dealer. 
The dealer usually assumes the obligation of buying back that mer- 
chandise should his customer default and the merchandise be returned. 

Since this arrangement exists between the dealer and finance insti- 
tution, a portion of the sales-contract finance charge is set aside in 
reserve to assist the dealer in liquidating returned merchandise with- 
out undue loss. This reserve is not paid in cash but is his only in 
the form of a credit. It is remitted to the dealer upon successful 
completion of the sales contract. 

Should a default occur and a dealer be unable to pay the unpaid 
balance due the finance company or bank for merchandise returned, 
the finance company or bank would use the funds accumulated in re- 
serve to protect its interest. 

It is the present policy and practice of the Commissioner of In- 
ternal Revenue to tax the dealers’ reserve the moment it is set up by 
the finance institution. 

The position of the Internal Revenue Service in this instance is 
insupportable. Yet it clings to its attitude and apparently will con- 
tinue to do so until H. R. 8623 is passed, which will remove the Com- 
missioner’s right to exercise such arbitrary authority. 

The relief possible by even this small measure is of real importance 
to the small-business man. He needs all the cash he ean lay his hands 
on to continue in business and to grow through his own ability and 
industry. 
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There is another bill I am familiar with which is designed to help 
all business, both small and large alike. I am refering to H. R. 5735, 
which encourages growth through additional investment in depreci- 
able assets or inventory. 

Under this bill any business, incorporated or not, would be able 
to deduct from net income before taxes for reinvestment in such busi- 
ness $30,000, or 20 percent of his net income, whichever is lesser. 

In addition, this bill provides for the purchase of non-interest- 
bearing anticipatory estate tax certificates up to the sum of $100,000. 
This provision is designed to prevent forced liquidation of businesses 
when the owner or principal partner dies. This is the kind of legis- 
lation that will give the added incentive so vitally needed by small 
business to stay alive and expand. 

Expansion coupled with good management can only result in addi- 
tional taxable net income. It would seem good business for Govern- 
ment to insist upon this type of program. 

The tax relief bills introduced in the 1st session of the 85th Con- 
gress are so numerous and vari ied that it is beyond the average small- 
business man’s ability or inclination to absorb and understand them 
all. The task of evaluating each of them and passing those that 
warrant it must be left up to you gentlemen in Washington. 

Normally, small-business men devote only a minor portion of their 
time to national governmental affairs, because of the time needed to 
conduct their business and their community and family affairs. 

We welcome this opportunity to tell you our views concerning tax- 
ation and excessive Government spending. More often, we are re- 
stricted to expressing our views by letter to our Congressmen. Too 
often, we express them only to our fellow businessmen. 

Many of us are convinced that things could be done to give relief 
from high taxes. We know what we object to in Government spend- 
ing. Finally, all we can do is ask you, our leaders in Washington, 
to take neces: ry corrective steps. 

None of us wish to shirk our responsibility to pay enough taxes 
to operate an efficient government and pay whatever is requ ured for 
the maintenance of Ar med Forces to protect our country 

At the same time, it is not a characteristic of small business to 
stand quietly by while wasted millions are added to its tax bill, and 
while unfair tax laws go unchanged. 

Corrections in spending and taxation should be the order of the 
day. Delay adds fuel to the small-business man’s resentment. Some 
method to lower both corporation and personal income tax rates must 
be found. 

Thank you for the privilege of appearing before you. 

Senator Gotpwater. Senator Humphrey, do you have any questions? 

Senator Humpurey. No; I merely w ish to thank the witness for 
his statement. 

Mr. Quesepeaux. Thank you. 

Senator Gotpwarer. Senator Kuchel ? 

Senator Kucue.. No questions. 

Senator Gotpwater. John, thank you for taking the time to come 
down. I am sure we will benefit from your remarks. 

Mr. Quesepraux. Thank you, sir. 

Senator Gotpwater. Our next witness, and he is the last one on 
the schedule—however, I think I am safe in saying if there are others 
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here who would care to say a word or two, we would be glad to hear 
them. We have no particular time schedule. So, if there are no 
others, we will conclude with the next witness, who is Mr. Harold 
Bone, of the Road Machinery Co. 

Mr. Bone. 


STATEMENT OF HAROLD R. BONE, PRESIDENT, ROAD MACHINERY 
CO., PHOENIX, ARIZ. 


Mr. Bonz. Thank you, Barry. 

Being last, I will make this short. I think you have heard 
ev erything that I am going to say, probably said a lot better than 
what I can do. 

First of all, I am, like Barry, a resident of Arizona. In fact, we 
are both “Territory sons.” Isn’t that correct, that dates us? 

Senator Gotpwater. That is right. 

Mr. Bone. I have sat and listened to a lot of testimony here today, 
and since writing our own, I have also gathered some more information 
that is not incorporated in here. I think that is quite important. 

But to be facetious for a moment, I represent the machinery industry 
of Arizona. There are 15 machinery distributors in our State. I am 
speaking for 14 of them. During the noon recess, I was visiting with 
Mr. Hawk, of the Small Business Administration, asking him some 
questions about who could qualify and who could not qualify. And 
after he enumerated the various enterprises, I found out that the 
machinery industry is not qualified, because he said that gambling in 
nonprofit organizations does not qualify. And our machinery in- 
dustry is ex actly that. 

Senator Humpnrey. Both? 

Mr. Bone. Both; especially when we wind up with a lot of iron in 
our yard as trade-ins. I assure you it is gambling. Sometimes it 
is nonprofit, too. 

Our industry consists of 14 firms. We devote our entire effort to 
the selling and servicing of construction and mining equipment, and 
we are all classified as small business. 

Without exception, I think our biggest problem is equity capital, 
and, with few exceptions, our growth is limited to the amount of 
money that we can retain each year after taxes, and with this amount 
we must finance the increased costs of equipment and inventory. 

[ must digress a little bit from this prepared text, because I have 
just received, only last weekend, a survey of our industry, nation- 
wide. We report at the end of our year, all of our firms, to a firm 
in Chicago, who tabulates the information and then sends back to us 
our figures, in comparison with the national average, and here in 
my hand, a copy of which can be given to the committee, I have the 
figures for 1956 on 316 firms similar to those for whom I am speaking. 

The 316 firms—now, this might sound like a lot of business—aver- 
aged out $1,994,000 worth of sales in 1956. That sounds like an 
awful lot of money, but you must recognize that is not many sales, 
because in our industry, we have lots of items, single items, that sell 
for $50,000 for one. 

In 1956, of these 316 firms, the net profit before Federal income tax 
was 3.3 percent. The provisions for Federal income tax was 1.4. Net 
profit transferred to net worth, 1.9. So, we are asking on that 1.9 
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for a growth; since we cannot sell securities, go to the open market 
for long-term capital, we have to depend on that money to plow it 
back to take care of growth. 

Arizona is typical of the West, and we are having a growing econ- 
omy, and it is a dickens of a job to keep up with the ‘plowing back 
1.9 cents on our sales dollar. In our individual case, we bettered that 
just a fraction of a percent, but not enough to make any difference. 

Now, back to my text. We selfishly applaud the interstate high- 
way program for obvious reasons, because we are directly going to 
beneftt from it. But I think the Congress neglected in their i inv esti- 
gation—they went to the manufacturers and everybody else in the 
whole system except us fellows on the firing line, to determine whether 
or not we were going to be able to handle the increased program. 

Now, all of us, the dealers, we are going to be called on for in- 
creased parts. A piece of machinery out in the field is not worth a 
tinker’s darn if it 1s not running; if you have not got the parts there 
to keep it running, then the whole thing bogs down. 

We are going to have to increase our inventory machine, personnel- 
wise and partswise, and still we have got to count on 1.95. If we 
could go out on the open market and issue securities and get long-term 
capital, it would not be nearly as serious to us. But, since we have 
got to keep pace with this economy, we have, then, only that one 
factor from which we can grow and increase and take care of the 
demands. 

We feel that some sort of relief is desperately needed to make it 
possible for small business, not only ourselves, to invest a greater por- 
tion of that taxable net increment in depreciable assets or inventory. 
Frankly, I think it is the only way we are going to get the help that 
we need in our own individual industry. 

Your H. R. 5735 incorporates a provision that permits deduction 
from business net income for tax purposes an amount equal to the 
additional investment in depreciable assets or inventory during a tax- 
able year, 20 percent of such income, or $30,000, whichever is less. 

Going back to what Barry s said is small business, $30,000 would not 
mean much to small business up in this bracket here, but to our kind of 
small business that is a lot of money. Like I point out here, we have no 
quarrel with larger firms. We are just jealous we are not large and 
able to do the same things they do. But what puzzles me and that 
is not part of this testimony—is I get statements, financial statements, 
that come across my desk from all over the country every year, and 
some of them are classified as small businesses, and yet I see returns 
after taxes of 5.8, 6.3. We saw one here in the paper a while back 
about this fiasco where 5.8 was a fair and reasonable return. Why, we 
would be tickled to death to get anywhere near that, but we have no 
quarrel with larger firms. 

The only thing is, we would like to be large, too. But since we do 
not have access to the capital market and have to plow back our earn- 
ings as our source of equity capital—and your borrowing is limited to 
the banks, day to day, or month to month, it is not long term—we have 
got to have some kind of relief, we think. And we also think the 
Federal taxes fall more heav ily on our kind, on small business, than 
they do on the larger businesses. 

Back again to the second need, as we see it, since our business is 
small, is action that will permit a businessman to set aside some por- 
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tion of his earnings in anticipation of his estate taxes. And that 
should also provide a longer period after death for any remaining 
estate taxes to be paid. Present legislation specifies it must be done 
in 15 months. We would like to see something up, as mentioned ear- 
lier today, of 5 or 10 years. 

In substance, we could cover all the 8 or 9 phases in here, but sim- 
plification of taxation legislation is necessary, in our opinion, because 
you have lawyers and CPA’s that have to interpret today’s rulings. 

You will not find this in the testimony. These are notes I scratched. 
I can hardly read what I started to write down. 

Joe Melezer, Jim Smith, Herb Leggett rene a lot that does 
not need repetition here. They can do it far better than I can do it, 
but I get a little bit confused. 

I think back in my memory to the days of OPS, and whenever a 
price was fixed, and it was all Utopian, and the first thing that hap- 
pened, somebody needs special relief, so it was given over here. Then 
there was a door opened over here, and pretty : soon there were doors 
opened all around. 

I compare that a lot to today’s taxation problems. What do we have 
today? We have many different businesses that have lobbied and 
fought for special consideration on taxes, and as a result we have got 
8 or 10 or 12 categories. And here is small business in here pounding 
the door, too. They have got it; we need it. The only solution I can 
see to it--why not throw the whole thing out and start from scratch ? 
We do not need to worry. 

I know that is a complex problem. That adds to my confusion, 
because the squeaking wheel, it seems to me, is what gets the grease. 
And it is a hell of a note, gentlemen, that you have got to come out 
to us, because we are not big enough to go out there. 

We do not want any advantages over the next man. I do not want 
them to have any over us, either. But I think you will agree that 
that does exist today. We have got depletion, we have got fast 
writeoffs, and here small-business men now are having their voice, 
and we are very grateful that you folks have come all this way to 
us, since we cannot afford to go back to Washington. We are not or- 
ganized to do so. 

I know that is far different from what I had intended to say when 
I got up here, but after listening to all the conversation today, I rec- 
ognize that you cannot be all things to all people, and that is what it 
looks like our country is asking Congr ess to be. 

I know it is a tough problem that you folks have. My sympathies 
and our sympathies are with you. But we are choking to death, try- 
ing to operate on a net profit transferred to net worth of around 2 
percent on our sales dollar, and that is a nationwide figure. That is 
not just something I cooked up out of my head. 

That is all I have to say. 

(The prepared statement, presented by Mr. Bone in behalf of a 
number of Arizona companies, follows :) 

The construction machinery distributors of Arizona appreciate the oppor- 
tunity of appearing as a witness at this Small-Business Committee hearing. 

Our industry in Arizona consists of 15 concerns devoting their entire effort 
to the selling and servicing of construction and mining equipment and are all 
Classified as “small business.” 


I I 








90 TAX PROBLEMS OF SMALL BUSINESS 


The most pressing problem for all of our firms is equity capital and, with 
few exceptions, our growth is limited to the amount of money we can retain 
each year after taxes and with this limited amount we must finance the in- 
creased costs of equipment and inventories. 

While our group is heartily applauding the congressional action in approv- 
ing the new Interstate Highway System, our industry will be called upon to 
earry a larger inventory particularly in parts for machines, to keep pace with 
the customers’ needs. 

If it were possible for us to supplement our capital by issuance of securities 
in the capital market, we could probably keep pace with the growing economy, 
but since this source is not available to us we must look strictly to our earnings 
for growth. 

We feel that some sort of relief is desperately needed to make it possible for 
small businesses to invest a greater proportion of taxable net income in depre- 
ciable assets or inventory. There is a provision in the Curtis bill, H. R. 5735, 
which we urge be adopted. This is the section that permits any business to de- 
duct from business net income, for tax purposes, an amount equal to the addi- 
tional investment in depreciable assets or inventory during a taxable year, 20 
percent of such income or $30,000, whichever is less. 

We have no quarrel with larger firms—in fact we would like to be large firms 
ourselves—but larger firms are better able to supply equity capital require- 
ments from retained earnings and supplement this capital by issuance of se- 
curities in the capital market. Smaller firms like ours do not have access to 
this capital market and we must depend almost entirely on retained earnings as 
our source of equity capital. Since the borrowing of most smaller firms is either 
limited to day-to-day needs or largely exhausted and since we must rely on 
earnings for equity capital, we think it is obvious that the present high Federal 
taxes fall more heavily on the smaller businesses than on the larger concerns. 

As we have pointed out, our first need is some form of relief to make it possi- 
ble for us to invest a greater proportion of our taxable net income in depre- 
ciable assets or inventory. 

Our second need is action that will permit a businessman to set aside some 
portion of his earnings in anticipation of his estate taxes and this should also 
provide a longer period after death for any remaining estate tax to be paid 
so as to eliminate the forced sale or dissolution of his firm in the event of death 
simply for the purpose of paying estate taxes. 

Present legislation requires the estate tax to be paid within 15 months after 
death, and all too often the heirs are forced to liquidate a sound business sim- 
ply because of this short payment period. We feel that this period should be 
lengthened in addition to a provision that will permit the setting aside of some 
portion of his earnings to take care of this estate tax. 

Obviously there are many more phases of taxation problems facing everyone 
and we admit it is a difficult problem, but if relief such as we have outlined 
could be given, we think it would result in a healthy growth for the small- 
business man and a minimum taxation loss for our Government. 

Arizona Cedar Rapids Co., Phoenix, Ariz.; Arizona Equipment Sales, 
Ine., Phoenix, Ariz.; Arizona Machinery Co., Phoenix, Ariz.; 
Equipment Sales Co., Phoenix, Ariz.; D. W. Jaquays & Co., Phoe- 
nix, Ariz.; Neil B. MeGinnis Equipment Co., Phoenix, Ariz.; 
Min-A-Con Equipment Co., Phoenix, Ariz.; Lee Redman Equip- 
ment Co., Phoenix, Ariz.; Road Machinery Co., Phoenix, Ariz. ; 
F. Ronstadt Hardware Co., Tucson, Ariz.; Shriver Machinery 
Co., Phoenix, Ariz.; O. S. Stapley Co., Phoenix, Ariz.; State Trac- 
tor & Equipment Co., Phoenix, Ariz.; Western Machinery Ce., 
Phoenix, Ariz. 


Senator Gotpwater. Harold, thank you very much for that state- 
ment. 

Senator Humphrey, do you have any questions? 

Senator Humpurery. No, I merely want to thank the witness for 
his forceful presentation of his views and observations on tax struc- 
ture. 

I surely concur with the gentleman when he said that there have 
been many special considerations made in the tax laws, and there 
have. The tax laws are something like a case of swiss cheese. You 
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cannot always see all the way through, but there are a lot of holes in 
it. [Laughter.] 

And many places for special consideration, special privileges. 

My theory has always been that people ought to be interested in 
these special privilege provisions of the tax laws, because there is so 
much money that has to be raised every year for the purposes of gov- 
ernment, whatever those purposes may be, and if you have an equi- 
table tax program, then people pay their share. But if you do not, 
why, some people ¢ get an undue burden. 

It is like people going in to have lunch together or dinner together. 
Let us say six people go in, and they all agree there will be a dutch 
treat, everybody paying his own. The trouble i is, one fellow gets up 
and si vys he has got a telephone call from his sick brother and he does 
not come back, and he has already eaten his dinner. That means that 
the five are there that have to pay for the sixth. 

That is what has happened in the tax laws. Every time somebody 
is able to avoid their proper share of tax revenues, somebody else has 
to pick up the bill. 

Mr. Bonn. I agree with you. I think it is ridiculous that we, our 
country, was not ‘established with that thought in mind at all. 

Here we are having to do things that I do not like to do, but we have 
to do it because it has been done elsewhere on other kinds of businesses 
and other selfish interests. And I am embarrassed that we are here 
hollering for the same thing. But it is necessary, as I see it. 

Senator IIumprrey. Well, taxation is more than just revenue rais- 
ing. I should add, and I will conclude on it: It also sometimes has 
the means of being able to regulate the economy, either as an incen- 
tive toward adv ancement, or as a brake upon undue inflation or pro- 
duction ; for example, in some periods of time you use high taxation to 
curb consumer purchasing. ‘That is, like in war years. 

Now, it seems to me that if independent enterprise is going to get a 
break, it is going to have to get it through more than just credit. It 
is going to have to get it through resources, through reserves, and that 
means an adjustment in the tax schedule. 

I know my dad used to have a pretty good philosophy about this as 
a businessman, and I always said he was a very good businessman. 
He was in business for 50 years in South Dakota and never went broke, 
and I want to tell you that is no small feat during the times we were 
in business there. 

But dad always used to say when we were up against some rather 
tough competition from large firms, he would say: “It is not that we 
are not as smart as they are, son, we are a family and they are a system.” 

He was right. You just worry, and they just keep on going. They 
spend the next 25 years going right ahead, and you maybe spend the 
next 25 years going, but not always ahead. 

Mr. Bonr. You have got to raise a lot of money. Our country 
demands it and it has got to come from someplace. But I do not think 
it is on an equality basis, because there is too much variation between 
the big and the small. 

And some specific classes of legislation that are my biggest bone of 
contention is this depletion advantage that some companies have. T 
would like it myself. 

Senator Humrnrry. It has been one of my own. 
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About depletion, without going into all of its details, because there 
is surely a very strong difference of opinion about it, but once you 
give depletion to one mineral, then all of them want it. 

Mr. Bone. That is right. 

Senator Humpnrey. “And I can understand why. I mean, I had 
people in my State come in and say, “Now, look, Senator, we would 
like a little depletion up here.” 

Then, we have got it on oyster shells, then on gravel. We first had 
it on oil. Then we got it on some iron-ore deposits, and so on down 
the line. And pretty soon, sometimes I kind of thought maybe deple- 
tion on us ordinary folks would be kind of interesting, too. 

Senator Gotpwater. Tom, do you have a question ? 

Senator Kucnen. Only that this apparently concludes the first day’s 
hearing. I want to say this is a good committee of your Government. 
We have done some good things. 

T sat through hearings along with these two gentlemen and other 
members of the committee earlier this spring, when we sifted the facts 
on some, I think I can use the word, “discrimination,” against some 
small independent refineries who wanted to sell part of their fuel oil 
to the Government, and we got them justice. 

I can say that unequivocally, and what has been developed here, I 
can promise you, I am sure, will result in some constructive legislation. 

This has been a good committee. We have worked hard on these 
problems, and I think we have accomplished some things. We may 
not be able to have everything that we would agree is in the public 
interest approved, but I do believe we are going to be successful in 
our legislative progr am. 

I want to say that, Mr. Chairman, as you conclude this first day. 

Senator Gotpwater. Before I comment, Mr. Chairman, I would 
like to call attention to a table which the witness has shown the 
counsel and which counsel feels will be of value in our deliberations. 
(Retained in committee files.) 

Senator Humpnrey. Very good. 

Senator Gotpwater. And furthermore, I would like to have printed 
the list of equipment firms that Mr. Bone is representing today. (See 
Mr. Bone’s prepared statement, p. 90.) 

Senator Gotpwarer. Without objection, I ask that a statement from 
Mr. William Coxon, executive secretary, Arizona Motor Hotel As- 
sociation and associate members, be included in the record at this 
point. 


STATEMENT OF WILLIAM Coxon, THE ARIZONA Moror Horet ASSOCIATION, INC., 
PHOENIX, ARIZ., SEPTEMBER 12, 1957 


Re: Senate Small Business Committee hearings on impact of Federal taxation 
on small business 


Hon. JoHn SPARKMAN, 
Chairman, Select Committee on Small Business, 
Washington, D. C. 
My Dear Senator SPARKMAN: Arizona’s economy must be first divided into 
three contributive factors: 
1. That of normally firm and sustaining endurance, year in and year out, 
such as agriculture, mining, and manufactures for private consumption. 
2. That which is subject to “seasonal influxes,” such as tourism, which 
benefits one half of the State at one time of the year, and the other half of 
Arizona at another time of the year. 
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8. That of Federal Government employment, purchases, and manufactur- 
ing enterprises, which though privately owned, exist for most part due to 
Federal Government patronage. ; 

The four cornerstones of Arizona’s private enterprize economy are: Agricu)- 
ture and livestock, mining, and tourism. 

Governmentally engaged enterprizes, functions, and employment, however, have 
become one of the major sources of revenue in the economy of the State. 

In other words governmental spending should it continue at the pace of. in- 
crease which has marked its progress since the close of World War II, which 
insignificant prior to the war, will develop into Arizona’s first and main source 
of economic revenue. ; 

We are, to use the Arizona example, rapidly approaching that area when 
governmental spending will captivate the distinction of replacing private enter- 
prise as the major source of contribution to the State’s economy. 

Should this constitute, likewise, our national economic health, then the coun- 
try is facing concentration and centralization of productive power, a factor 
which is attached to the unholy economic “scriptures” of Marxism, and not of 
democratic free government. 

In the main, governmental funds are derived from one source—taxation. 

Taxes cannot be lowered unless Government spending and extravagance are 
reduced. Once provided a source of revenue, governmental bureaus and political 
subdivisions will never willingly relinquish it, and when the original justification 
for an appropriation expires, they invent and provide attractive as numerous 
reasons for its reinstatement and perpetuation. 

Being a former Representative and Senator, and a member of an appropria- 
tions committee, I have no scruples against being constructively critical of fail- 
ures of a legislative body. When the Government is wrong, and the legislative 
power continues to encourages that Wrong and not remedy it, it then becomes 
the duty of the electorate to do so. By continuing to appropriate, the Congress 
has continued to encourage spending of public revenues, and it seems to possess 
meager regard for the public ability to pay. Taxation in Arizona has passed the 
saturation point not only so far as small business is concerned, but major in- 
dustry, and the wage earner also. 

Experience has demonstrated that as taxes ascend, so does inflation flourish. 
Now is a good time to pay old bills—to liquidate former full-dollar obligations 
with half-dollar value currency. 

The basic reason for the economic distress in Arizona is Government inter- 
ference, domination, and meddling in the conduction of private enterprise— 
large and small. 

The mining industry of the State is now facing the same devastating circum- 
stances as it did following the passage of the Hawley-Smoot Tariff Act of 1930, 
which legislation left raw metals on the free list, and permitted the dumping 
of foreign cheaply produced metals to be dumped on the domestic market. 
American producers could not compete, and the result was the closing down of 
every major mining operation in the State save one, This now historic example 
of governmental meddling is presently on the verge of being repeated. Employ- 
ment in the mining areas of the State is probably at the lowest ebb since 1931. 

Reduction in payrolls is the immediate forerunner of customer reductions and 
loss on purchasing power in our mining communities. The stores from which 
the miners buy, as business decreases, buy less from distributors in the larger 
cities of the State, and thus retrenchment begins to assert and manifest itself. 

What has and is happening to the foreign cotton market previously enjoyed to 
the American grower? If Senators, while here in Arizona, will make a 2-day 
round-trip flight from Nogales, Sonora, to Mazatlan, Sinaloa, Mexico, and en 
route take a course over the vast agricultural developments of the Mexican Gulf 
of California in the States of Sonora and Sinaloa, and return by the coastline 
of the Gulf itself, they will observe the merchantmen of the world docked and 
loading Mexican agricultural products for the four corners of the earth. On the 
Mexican side of the international boundary line they will also see hundreds of 
thousands of acres recently put into cultivation and production, while north of 
that boundary in Arizona, they will see thousand of acres which have been taken 
out of production. 

Reduction of productive acreage is reduction in purchasing power, and once 
again the small-business man suffers the consequences. It is rnmored that Ameri- 
can loans to the Government of Japan have been diverted to developments in 
Mexico; if true, it involves a situation worthy of congressional knowledge. 
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During the late 1870’s and early 1880’s the Government contributed every other 
section of land to encourage railroad spanning of the continent. The railroad 
companies built their rights-of-way with private capital, and have since con- 
tinuously paid taxes thereon. Arizona’s 2 major railroad systems pay approxi- 
mately $6 million into the tax-collecting treasuries of the State; they employ 
thousands of men and women, a substantial number of which personnel maintain 
their rights-of-way. 

The Federal-Aid Highway Act of 1956 proposes to build some 41,000 miles of 
interstate and defense highways which will span the continent without a stop- 
light- These highways will be used by the commercial bus and trucklines and 
will be constructed at the taxpayers’ expense, and they will be subsequently 
maintained wholly at the expense of the taxpayers of the several States. Just 
why the Congress should condone the building of highways and the maintenance 
of them for the convenience and use of one public carrier, and compel another 
public carrier to construct his rights-of-way and maintain the same at his own 
private expense, and cause him to pay taxes on those rights-of-way—every inch 
of them by fixed valuations—is a discrimination for the Congress to explain. 
Be that as it may, the fact remains that every pound of freight and every pas- 
senger lost to the railroads decrees that much more their valuations for purposes 
of taxation, and the tax revenues thus dissipated must be regained by adding to 
the burden of remaining taxpayers. 

The Federal Aid Highway Act of 1956 is a very immature implementatton 
to progress, for to reduce the earning power of private public carriers who sup- 
ply their own facilities as to rights-of-way, leads to payroll deductions, and the 
tills of small businesses suffer decreased receipts again. 

The Federal Aid Highway Act of 1956, and the National System of Inter- 
state and Defense Highways resulting therefrom, facilitates the standards and 
stipulations and specifications laid down by a nonconstitutional body—namely, 
the American Association of State Highway Officials, the mandates of which 
are a threatening menace to State rights and the inherent constitutional rights 
of the individual. It proposes a new Interstate System of superhighways in the 
State of Arizona, the cost of construction thereof being contributed for the 
major part by the Government and in part by the State. After completion of 
construction the system is turned over to the State for permanent maintenance. 
Arizona has a primary system of interstate highways which serves our commu- 
nities, and we do not possess the population or the available funds to maintain 
another which will bypass our towns, and not only render many of them unto 
destitution, but cause thousands of our established citizens to sacrifice their 
life’s savings, investments, holdings, businesses, home, livelihood, and personal 
securities without recourse. 

The objective of the National System of Interstate and Defense Highways in 
the selection of new routes is undoubtedly motivated to deny recourse to those 
harmed and injured by its avoidance of established highway locations, and to 
escape the protective provision of the United States Constitution which requires 
just compensation for property losses. 

The confusion wrought by this immature legislation, and its threatened com- 
munity and business bypassing threats has already seriously affected business 
stability and salable values of property in many portions and cities of Arizona. 
It has permitted select land acquisitions to the informed as to its alinements, 
and it has endangered the investments and livelihoods of the established. 

It is an unnecessary imposition which threatens the security of our tax 
structure, and is a dark and threatening menace to the security of hundreds of 
small businesses and independent enterprises, and will make ghost towns of 
scores of communities. This is not conjecture in Arizona, and the members of 
the committee might well visit those towns which already have been bypassed 
and observe the havoc in their own right. 

If the committee would institute a tax reconstruction of relief and encourage- 
ment to small business or any other kind of private enterprise, large or small, 
it must first equip itself with the fundamental structural causes for our 
economies ailments. 

As a former legislator, it is my conviction that much of the difficulty rests 
within our legislative halls, and that legislators for a change should turn their 
ears about, and harken to the appeals of true public necessity rather than 
listening to the expert spendthrifts of tax revenues in the bureaus and political 
subdivisions of the Federal Government. 
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By this discussion, Senators, I have not meant to be offensive. I think that 
the tax situation calls for plain and straight talk, and I convey mine to you with 
respectful courtesy, and with understanding esteem for your magnificent labors. 

Most sincerely yours, 
WILLIAM Coxon, 
Executive Secretary, Arizona Motor Hotel Association and Associate 
Members. 

Senator Gorpwarrer. Mr, Chairman, I appreciate the opportunity 
to serve as acting chairman today in my home town in my native 
State. 

Harold, I am not through with you. 

Mr. Bone. Excuse me. 

Senator Gotpwarer. I just wanted to remind the chairman and the 
other member of this committee that I told them when they came to 
Arizona that they would have a fine start on a series of hearings 
around the country. 

I am particularly proud of the people who have been here today 
er of one reason, they have not come begging. You have not 

heard one of these Arizona businessmen asking that the Federal Gov- 
ernment give them anything that is to be taken away from somebody 
else. 

All that they are seeking is equitable treatment in taxation. That 
is all that all American people seek. I do not think any American 
objects to paying taxes. He objects to inequality in taxation. He 
objects to wastefulness in expenditure of that money. 

I am extremely impressed with the fact that Arizona businessmen, 
large and small, have refrained from asking for Government hand- 
outs. They are merely asking that we, a committee of the Congress, 
go back and tell our colleagues on the full committee what we have 
he: ird here today, and whic h I feel certain we will hear in Los Angeles 
and in other cities around the United States as we listen to the busi- 
ness people. 

After all, American business people ask only one thing, that is to 
be given a chance to operate under the profit system, incentive system, 
the free enterprise system, whatever you want to call it. 

We will take care of the Government. We do not want the Gov- 
ernment taking care of us. But we do not like to support the Gov- 
ernment in the manner to which they have become accustomed, so to 
speak. 

I want to take this opportunity to thank you, Senator Humphrey, 
for coming to Arizona for this purpose; and you, Senator Kuchel. 
And I want to thank the staff for an excellent job they have done in 
organizing this first hearing. And the whole committee, I know I 
speak for “the State of Arizona, the thanks of our people for paying 
attention to their troubles. 

Senator Kucuen. Barry, if the chairman will let me say so, I spent 
most of yesterday afternoon with my uncle. He drove me around this 
area. I have not been here for 5 years, and I must say that it is amaz- 
ing and thrilling to me to see the development of this area in Ari- 
zona. And cer tainly I can wholly subscribe to what you have said. 

Your people who have testified here today have been able and sin- 
cere, and basically they are asking for equal treatment under law. 
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Senator Humpurey. I wish to associate myself with those remarks. 
And what I like best of all is that this testimony has been to the point. 
We have not had to listen to any tirades of any political speech. It 
has been right down to the point of the economics involved, and I am 
sure that is what we want. 

And we might say for those who will follow, and we are sure they 
will be just as good, this has been a mighty good example for further 
hearings. 

I want to thank you very much, and I surely want to thank the 
Senators who were here. And, Barry, it has been a pleasure to be 
here with you in your State. 

Senator Gotpwater. Thank you, Hubert. 

Just one thing, in closing, there is a letter here from a constituent, 
relative to SBA not granting funds for liquor dealers. 

I think we might ask that that be put in the record, because I 
did want to mention the fact that I think this committee should give 
further consideration to SBA rulings that loans will not be made to 
newspapers, magazines, or radio or television stations. 

I do not necessarily say that I think they should. I think we 
should give some consideration to it particularly in these areas in 
the West where adequate financing for those news disseminating 
agencies are not available. 

Senator Humpurey. That was a letter from Edward C. Jacobs, 
sent to the committee at its session today, which will be incorporated 
in the record. 

(The letter referred to is as follows :) 


EXHIsIT 6 
TUCSON, ARIZz. 
SENATE SMALL BUSINESS COMMITTEE, 
Phoenia, Ariz. 

GENTLEMEN: The Small Business Administration which allocates the funds 
for loans voted to it by Congress has ruled that liquor dealers are ineligible to 
apply for loans. 

The stand taken not to accept an application for a loan from liquor people 
has no basis anywhere in the law as written, and such arbitrary discrimination 
is deeply resented as to principle and evident practical reasons. 

Congressman Manny Celler has sent a letter to Wendell Barnes, Administra- 
tor of SBA in which he protests the ruling and points out that there is nothing 
in the law that gives this agency the right to such discrimination. 

He has gone through the records of the debate in the House and the Senate, 
and finds no exceptions made for the liquor industry. 

Our national president, Mr. Ben Josephs, executive director of the National 
Retail Liquor Package Stores Association, has been invited by President Eisen- 
hower to participate in the President’s Conference on Technical and Distribu- 
tion Research for the Benefit of Small Business in Washington, September 
24-28. 

I am an associate member of our national organization, and we sincerely 
hope that your committee rectifies this unauthorized abuse of power by Mr. 
Wendell Barnes, Administrator of Small Business Administration. 

Sincerely yours, 


EpwarRpD C. JACOBS. 
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Senator Humpurey. I would like to add, Senator Goldwater, if 
at any later date members of your community or citizens of this 
area wish to make statements for the record, we will be glad to accept 
them in written form. They can be addressed to the Senate Select 
Committee on Small Business, Washington, D. C., and any prepared 
statement that has factual information will be accepted. 

Thank you, very much. 

(Whereupon, at 4:15 p. m., the hearing was recessed, to reconvene 
in Los Angeles, Calif., on Wednesday, September 18, 1957, at 10 
a.m.) 
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WEDNESDAY, SEPTEMBER 18, 1957 


Unirep States SENATE, 
SeLect ComMItTTEE ON SMALL BusINEss, 
Los Angeles, Calif. 

The committee met, pursuant to notice, at 10 a. m., in courtroom No. 
10, in the Los Angeles United States District Courthouse, Senator 
Hubert H. Humphrey presiding. 

Present : Senators Humphrey, Goldwater, and Kuchel. 

Also present: Representative James Roosevelt, Walter B. Stults, 
staff director; and William J. Erickson, counsel. 

Senator Humpnurey. This is a meeting of the Senate Committee on 
Small Business, and we are representatives from that committee. We 

are expecting to have with us, very shortly, Senator Goldwater, from 
Arizona. To my right, of course, is your own distinguished and able 
Senator, Senator Kue hel, of C: alifor nia. Iam Senator Hubert Hum- 
phrey, from Minneseota. 

The day before yesterday, we were in Phoenix, Ariz., for the open- 
ing of our hearings. These hearings, as I shall indicate, will be con- 
ducted in a good number of cities in the hope of being able to obtain 
in formation, guidance, and counsel from the business community re- 
lating to problems of taxation concerning independent business en- 
terprises. 

We are very happy to be in Los Angeles. I want to commend the 
chamber of commerce on the bright, clear sky; not only the wholesome 
atmosphere, but the radiance of this morning, Senator Kuchel. It is 
very lovely. It is close to Minnesota. [| Laughter. ] 

We are here to continue a series of hearings, as I have said, to be 
held across the Nation in connection with the Senate Small Business 
Committee study of the impact of Federal taxation on small business. 

Five years ago, this committee made a similar study. The study 
at that time was conducted under the subcommittee chairmanship of 
the former Senator from New Jersey, Senator Hendrickson. Mr. 
Walter Stults, who is here with us as staff director, was associated with 
Senator Hendr ickson as committee staff member. 

After a series of hearings in 7 cities, involving over 500 pages of 
testimony from 129 w itnesses, a report was filed with the Senate stat- 
ing the unanimous findings and recommendations of the committee. 
We are happy to report to you that most of the recommendations of 
that report, not all, but most, were subsequently written into law, and, 
we believe, much to the benefit of the small-business economy. 

During ‘the years since our last study, it has become increasingly 
clear that all is not well with independent, small-business enterprise in 
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the Nation. It is evident that many of the ills facing this segment of 
our economy are, we believe, caused by the Federal tax sy stem. 

Therefore, we on this committee feel it is once again time to consult 

directly with the representatives of American small-business enter- 
prise, 
Now, this study has a dual purpose. First, we hope to determine 
the extent to which the Federal tax system imposes any unfair bur- 
den upon small business, and second, we want to have the benefit and 
the opinions and recommendations of the witnesses who appear on the 
different proposals made to relieve independent small-business enter- 
prise from any unfair burden which is found to exist. 

Now, we are sure that many questions will arise here such as the 
definition of what we mean by small business. 

Some people will disagree as to the type of tax adjustment or re- 
lief that ought to be extended. We will welcome these discussions and 
even these disagreements. 

It is hoped that the representatives of all types of small business 
may be heard during the course of this investigation, and I now say 
that if someone is not permitted, because of the inadequacy of time, to 
make an oral presentation, we will welcome the presentation of pre- 
pared statements. And may I respectfully suggest that the more doc- 
umentation you have, the more succinct and precise with that docu- 
mentation, the better will be the acceptableness of such a presentation. 

Members of the professional groups that serve small business are 
also being asked to testify. In addition, many other businessmen, as 
I said, will be granted permission to file written statements. 

From the testimony of all of these people, the committee hopes to 
obtain a comprehensive picture of the problems facing our inde- 
pendent business enterprise community today which result from the 
Federal tax structure. We are trying to hold this hearing on that 
particular theme, the Federal tax structure. Of course, there will be 
some indirect references to other aspects of the economy, but this is 
the general theme. 

At the end of this series of hearings, the 13 members of this com- 
mittee, and it is a very close bipartisan | committee, the majority having 

7 and the minority having 6, the 13 members will sit down with the 
staff and work out a report, giving the conclusions that we have 
reached from a study of this phase of evidence, and then we will pre- 
pare an omnibus small-business tax relief measure for introduction 
into the Senate early in January, and I want the people who are here 
today to know that we definitely will do just that, and we will need 
your cooperation and support in the ensuing year to obtain effective 
and successful action upon any such type of tax-relief program. 

As I said earlier, we are going to have Senator Goldwater with us. 
He is flying in from Phoenix. We always welcome our colleagues. 
I am sorry § Senator Knowland is not with us this mor ning. He is not 
a member of this committee, but I wish the record to be qnite clear, He 
is keenly interested in the problems relating to independent business 
enterprise, and I happen to hold him in the highest regard and highest 
esteem. We occasionally disagree on matters of po sitice and public 


policy. but the disagreement is done in a friendly manner, and, as I 
have said in so many other places, one can disagree without being 
disagreeable. And to my right is one of my colleagues, friends, a 
gentlem: in who, I feel, has represented this State with great sincerity 
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and capability, and I was so pleased when he told me that, hearing we 
were going to be here in Los Angeles, he volunteered quickly to come. 
And, Senator Kuchel, in light of the precedent of this committee, since 
you are the Senator from the State, and you have been one of the most 
active participants in matters relating to small business im this com- 
mittee, I think it is only proper that you should conduct the hearing. 
Whenever you need any relief, I stand here as a pinch-hitter for the 
New York Yankees, or the Milwaukee Braves, or even the Dodgers. 

You proceed, my dear friend, and get the witnesses before us. We 
have a rather imposing list this morning. 

Senator Kucuen (presiding). Senator Humphrey, first of all, I am 
perfectly delighted to welcome you to California. I believe I can say 
to those here in this room whom I have the honor to represent in the 
United States Senate, that the Senate Select Committee on Small 
Business has done a splendid and creditable job for the small-business 
man in America. 

I need not document that statement, but some of you in the room 
have had occasion to contact the member of the committee in days gone 
by, and you know full well how, not on a partisan basis, but upon a 
basis of wanting to do a constructive job, the Select Committee on 
Small Business has been of real assistance to small private enterprise 
in America. 

I will be glad to see Senator Goldwater, our colleague from Arizona, 
when he arrives here a little later this morning. 

As Senator Humphrey has said, small business in America is in 
trouble. Small business has been the backbone of American economy. 
What can be done legislatively to help it ought to be done, and it 
ought to be done in the interest of America’s future. 

As the Senator has suggested, this series of hearings is primarily 
designed to build a background upon which the committee next year 
may urge congressional approval of a series of pieces of legislation 
designed to be of assistance to the small corporation, to the small 
partnership, and to the small entrepreneur who is in business for 
himself, 

We are interested in the possibilities of changing the tax structure 
with respect to the small-business man. We are interested in giving 
small business in America, regardless of the type of business unit it is, 
an opportunity for equal treatment under the internal revenue laws. 
And Livaad that, there are some specific problems in which this 
committee will interest itself this morning. 

I shall not take any further time. 

I am sure that many of you whom we will be pleased to hear, will, 
in a sense, deliver cumulative recommendations to the committee, and 
because we do have a long day, I would ask, most sincerely, for co- 
operation from the witnesses with respect to that portion of the writ- 
ten statement of which may be in the nature of being cumulative. 

One of the representatives of Congressman James Roosevelt is here. 
Will you come forward, please? I saw him and spoke to him a few 
moments earlier. 

Senator Humpurey. We can have Congressman Roosevelt come 
later on, or his representative. We want those who are here to know 
that. whenever a Member of the congressional delegation is present, 
we invite him to join the committee whether he is of the House or 
the Senate. The Senate is very magnanimous about that, is it not? 
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Senator Kucue.. Yes, indeed. 

Mr. Chairman, first of all, I ask unanimous consent that summary 
statements and editorial comments from California newspapers all 
bearing on the subject under discussion by this committee be made 
a part of the record. 

Senator Humpurey. They will be made a part of the record. 

(Documents referred to follow :) 


STATEMENT OF WILLIAM B. HuBBARD, THE HuppaArpD Co., Los ANGELES, 
SEPTEMBER 10, 1957 


Senator JoHN SPARKMAN, 
Chairman of the Senate Small Business Committee, 
Senate Office Building, Washington, D. C. 


My Dear SENATOR: In connection with the meeting of your Small Business 
Committee on September 18 in Los Angeles, may I request that the following 
comments be included in the record. Unfortunately, I will be out of the city at 
that time and therefore would not have been able to appear in person. 

In the first place, the Hubbard Co. is a small company with 25 employees. 
This is primarily a sales organization engaged in the distribution of industrial 
and construction supplies. I own 85 percent of the business and the balance is 
owned by 2 junior partners. I started the business some 12 years ago and have 
been continually interested in it ever since, although other members of the 
partnership have changed. The partners find it difficult to accumulate capital to 
meet the needs of the growing business. 

When we realize how large a percentage of the businesses in this country 
qualify under the title of “small business,” it seems to me that the problem 
of creating a favorable climate for them becomes a nationwide problem. From 
my personal experience, I think that the biggest hurdle which the small-business 
man faces is that of meeting his present tax bills. Small business must grow, 
else it is unsuccessful, and the greatest impediment to that growth is the gradu- 
ated tax scale which the individual proprietor must meet out of earnings which 
should be plowed back into the business. The graduated tax penalizes the very 
growth which we are trying to encourage, and, while this applies more particu- 
larly to the individual proprietor, it also works an equal hardship on the small 
incorporated business. 

The Hubbard Co. has a CPA auditor and tax consultant whose name is Robert 
L. MacReynolds. These problems we have discussed with him on many occasions. 
While we do not feel that there is any universal panacea, hecause management 
factors vary greatly, we do think that there are many changes in the tax law 
which could be made in the next few years which would not greatly reduce the 
total Federal tax take but which would give that encouragement to the small- 
business man which he needs and deserves. 

As an example, take the use of accelerated depreciation methods. There are 
two of these accelerated methods—one in which the declining balance may he 
depreciated at 200 percent of the normal rate, and, second by what is known 
as the sum-of-the-digits method. The right to use these accelerated deprecia- 
tion methods was restricted to the first-use owner. Small businesses are quite 
apt to buy previously used equipment and property. Such assets are new to 
these owners and they also should be given the right to elect the accelerated 
amortization methods. 

Here’s another technical situation. As set up at present, if a partner dies 
he may show no partnership income in his personal tax for the last partial year. 
If the partnership represents his principal source of income, his final return 
may have no income to offset his available deductions and exemptions. These 
items would then be lost forever. This situation would only occur once to a 
partner but it would come at a time when his business would need protection 
because of other imminent taxes. It could be corrected by allowing the executor 
the option of reporting the last year’s income either in the first year’s estate 
return or in the deceased partner’s final return. This change would importantly 
affect the small business where anything which increases the amount of money 
withdrawn for tax purposes is to be avoided. 

Many suggestions have appeared in the press as to ways in which small busi- 
ness might be aided. Special treatment has been urged with special exemptions 
or special deductions. My personal feeling is very strong that no special tax 
class should be set up. My feeling is equally strong that the tax on the small- 
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business man is far too heavy at present, that a reduction in that tax is neces- 
sary for permanent success, and that the steeply graduated tax is even worse 
than a high normal tax. If the lower and middle brackets for all taxpayers 
could be reasonably reduced, then the beneficial effect on small business as such 
would be tremendous. 
Very truly yours, 
WILLIAM B. Hvusparp. 





STATEMENT OF H. E. Nortu, Jr., Presmwent, ArcADIA METAL PRODUCTS, 
FULLERTON, CALIF., SEPTEMBER 11, 1957 


Hon. JoHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Washington, D. C. 


Dear SENATOR SPARKMAN: It is my understanding that your Committee on 
Small Business is, at present, conducting hearings on the problem of taxation 
and its effect upon small business. 

This company is a growth company having started in 1946 with borrowed capi- 
tal and at the present time employing some 175 people, with annual sales of ap- 
proximately $3 million. We, therefore, qualify both as a small company and as 
growth company. I have been greatly concerned for some time about the tax 
burden which American business, big and little, has had to bear. The tax 
problem exists not only in the corporate tax structure, but in the high personal 
income surtaxes which restrain the flow of venture capital into growing busi- 
ness. It is my personal conviction that the Congress should take a critical 
look at the entire income and corporate income tax structure so that reductions 
can be made in both these areas. I do not feel that small business as a group 
should be shown any favoritism by piecemeal legislation which will not solve 
the basic problem. Most small businesses would like to be big. If tax relief 
is confined to these companies when they are small, it is conversely denied to 
them at the very time when they need capital for growth in the transition stage 
from small to big. 

The impact of the high personal rates and the high corporate rates of busi- 
ness operations cannot be overstated. A very sizable portion of a business 
manager’s time is spent in appraising the impact of his decisions upon his tax 
bill. This is completely unproductive as far as the economy is concerned, and 
further, has the effect of impairing tax mortality and discrediting the income 
tax as a whole. 

There is one further point which I feel is of real importance. In the case of 
our Own company, it is interesting to note that if the corporation income-tax rate 
had been 10 points less over the past 4 years, this company would have added 
more than $81,000 in capital to its financial structure. Our return on this 
capital has averaged 40 percent. This means that by utilizing this capital in 
our business, we would now be contributing $30,000 to $40,000 more taxable 
income to the Government, and the actual return would be greater over the 
long haul. This completely neglects the advantages to the economy of additional 
jobs created, and materials, and purchases made. 

I should like to urge you and your committee to recommend to the Congress 
that corporate income-tax rates and personal surtax rates be decreased, as it 
is my conviction that these together would be the greatest single help that small 
business could obtain. 

Very truly yours, 
H. E. Norta, Jr., President. 


STATEMENT OF JOHN HANCOCK, PRESIDENT, JOHN HANCOCK MANUFACTURING 
Co., SAN DIEGO, CALIF., SEPTEMBER 15, 1957 


Hon. JOHN SPARKMAN, 
Chairman, Senate Small Busilness Committee, 
Washington, D.C. 


DeaR SENATOR SPARKMAN: I am president of the John Hancock Manufac- 
turing Co., employing approximately 125 individuals, whose products are red- 
wood outdoor furniture, redwood casket shells, and specification boxes. We 
have plants in 3 locations, the manufacturing plant at National City, Calif., and 
2 assembly plants; 1 in Leavenworth, Kans., and 1 in Trenton, N. J. This Octo- 
ber will complete our seventh year in business. 
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The original investment in the company was $235,000, of which I personally 
invested $200,000. Due to the fact that new markets had to be created for our 
products and a sales organization had to be developed we showed considerable 
loss for the first few years of our operations. We have enjoyed a substantial 
gross profit in subsequent years, but have not had the net profit left after taxes 
sufficient to expand our business for taking care of the increased volume. This 
has forced us to obtain funds from outside sources which were insufficient to 
finance the increased volume of our consumer products, although I personally 
increased my investment by more than $100,000. 

Taxwise we find it is impossible to retain enough of our earnings for suf- 
ficient operating capital. This has been more drastic in the production of con- 
sumer goods than in defense products. In the sole production of consumer 
goods we do not have the tax advantages that are available to those that pro- 
duce both consumer goods and defense products. 

This smothering and discouraging effect of continued high taxes on new 
businesses and their growth will be drastically demonstrated if and when even 
a slight general recession is experienced nationwide. Action would then be 
too late to prevent the deluge of small-business failures which could snowball 
into eatastrophic proportions. 

The most enlightened, fairest, and beneficial tax reform for all taxpayers is 
evidenced in the tax bills introduced in the House of Representatives respec- 
tively by the Honorable A. N. Sadlack, known as H. R. 6452, and the Honorable 
A. §S. Herlong, Jr., known as H. R. 9119. These provide a gradual planned 
reduction of all income taxes over a 5-year period. 

After 7 years of profitable operation the only conclusion that can be reached 
is that financially I would have been much better off investing my money to 
clip coupons with a minimum risk. The only satisfying aspect is the fact that 
my money is creating wealth and employment; but at the risk of losing my 
investment later, for lack of a means to accumulate necessary reserves. 

Owning a small business is like having a bull by the tail—you can’t let loose. 
All your profits are reinvested in the company and the only way you can realize 
any advantage to your life savings is through liquidation or sale of the busi- 
ness. If something is not done to place small manufacturers of consumer goods 
on a par with the oilmen and large corporations, the antitrust departments 
will be working overtime because small businesses will liquidate and their owners 
will invest in the large corporations where their money is safer, always avail- 
able, and yields a better return. 

Very truly yours, 





JOHN Hancock, President. 


EXHIBIT 7 
[Los Angeles Times, September 13, 1957] 
SMALL BusrINness AND Tax RELIEF 


Next Wednesday, Senator Sparkman (Democrat, Alabama) is scheduled to 
open in Los Angeles a hearing on how small-business men can best be granted 
tax relief. 

The city is honored by having been chosen as an appropriate place to start 
these hearings and indeed it is an appropriate place, for small business just 
getting a good start are in this area in large numbers. Anything that can be 
done to give them—and everybody—tax relief is both interesting locally and 
nationally—and important. 

SPARKMAN BILL 


Unfortunately Senator Sparkman starts the hearings with a predilection. He 
is the author of a bill which would imitate in the corporation income tax the 
graduated schedules of the personal income tax. 

Presently the corporation income tax starts at 30 percent, for net income 
up to $25,000, and 52 percent on all above $25,000; while the personal rate runs 
from 20 to 91 percent. 

Nearly everyone agrees that the latter rate is much too high, that it is not 
accomplishing its object of “soaking the rich,” that it is punitive in intent, and 


that business generally would be better off if it were cut. 

The Sparkman plan, it seems to us, would compound the injury done to the 
economy by the present tax rates, both individual and corporate, and would 
make the plight of small business worse than it is. 
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EFFECT OF PLAN 


There are several reasons for this, one of which is advanced by the National 
Association of Manufacturers when it points out that changing the corporation 
income-tax rates is not going to affect small business very much anyhow, since 
only 13 percent of small businesses are incorporated. The vast bulk of small 
enterprises, however smallness is defined, are owned by individuals or partner- 
ships and currently are taxed at the individual tax rates. 

Senator Kerr (Democrat, Oklahoma) says that a graduated formula for cor- 
porate income taxes would be the death knell of small businesses by preventing 
them from growing. Representative Reed (Republican, New York) a House tax 
expert, says the graduated tax is an anti-small-business proposal. Former Sec- 
retary of the Treasury Humphrey says the progressive plan “has a built-in 
mechanism for retarding the growth of successful small business.” 

Many of the smaller corporations are owned by people of large means while 
the large corporations are the favorite investment of people of small means. 
Indeed, one of the very largest, American Telephone & Telegraph, is owned 
mainly in 5- and 10-share lots. 

This means that when a corporation income tax is graduated according to 
size, the most taxes proportionately are paid by the people least able to afford 
the outlay. This, obviously, is entirely different from the principle of the per- 
sonal income tax. If ability to pay is the proper measure of income taxes, and 
this is the accepted theory of Congress, then corporation income taxes ought 
not to be graduated and all corporation profits should be taxed at the same rate. 

We hope Senator Sparkman is open to conviction and that the hearings will 
result in convincing him that his proposal is based on mistaken premises. 


LOGICAL MEASURES 


Far more logical measures of relief, we believe, are being urged by other 
members of Congress. For example, Representatives Sadlak (Republican, 
Connecticut) and Herlong (Democrat, Florida) have a joint bill to help all 
taxpayers by gradual reductions in both corporation and personal income-tax 
rates until they reach a maximum of 42 percent. This reduction would take 
place over a term of years, and if it resulted in loss of revenue—which, it may 
be said, is doubtful—would be balanced by reduced Federal expenditure. 

This would result in small businesses, both incorporated and unincorporated 
being able to retain a large proportion of their earnings, a benefit which would 
be passed on to the public in a number of ways. It is a popular theory that all 
taxes of whatever nature are passed on to the ultimate consumer, and there 
can be no doubt that many taxes are, though the analysis may be faulty in 
other cases. But in any event the consumer gains through the accumulation 
of capital and the lowering of interest rates, the encouragement to competition 
and the lowered prices that would result from reform of the tax structure. 

The hearing is thus of great importance and we hope that a sufficient number 
of witnesses will make their views known to the committee. 





ExnHrsit 8 
{Editorial page, Valley Times, North Hollywood, Los Angeles, September 18, 1957] 
SKIRMISH IN TAX-RELIEF BATTLE SEEN IN SCHEDULED LOS ANGELES HEARING 


Scheduled for Los Angeles next Wednesday is a scene in the drama of the 
national battle over stifling taxation. On that date, September 18, the United 
States Senate Small Business Committee, of which Alabama’s Democratic Sena- 
tor Sparkman is chairman, will hold a hearing, 1 of a series of 15 scheduled in 
leading centers of commerce and industry throughout the country, on what is 
-alled Federal tax relief for small businesses. 

Senator Sparkman, author and chief salesman for a pending bill dealing with 
that vital problem, previously has stated a twofold purpose of the committee 
hearings. The purposes stated by him are: (1) to examine anew the impact 
of Federal taxation on small business, and (2) to acquaint the small-business 
men of the country with the various relief measures proposed to the Congress 
so that the Senate Small Business Committee may have the benefit of their 
opinions, criticisms, and recommendations in drafting an all-inclusive small- 
business tax bill. 


—— 
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Political developments have made it uncertain whether Senator Sparkman 
will be present in person at the Los Angeles hearings. But indications have 
been given that the No. 2, section of the declaration of purpose of these committee 
hearings may be used to make this a hearing in reverse. That means an occasion 
for Senator Sparkman or his spokesman to be heard—in a sales pitch for the 
tax-relief bill he sponsors. The Sparkman bill proposes what is called a grad- 
uated corporate-tax structure. This is a corporate-tax formula generally 
paralleling the existing personal income tax framework. 

The essential characteristic of this setup is the bracket feature. This may 
sound fine in theory but actually has the effect of penalizing size, success, and 
growth—another soak-the-rich effect. 

The present personal income tax schedule goes to the outlandish excess of 
taking 91 percent of the income of top-bracket payers. For the lowest bracket 
the levy is 20 percent of net income. 

In the business tax field at present all incorporated businesses pay either 
380 percent or 52 percent of their net income in Federal taxes. The schedule 
is 30 percent of income under $25,000 and 52 percent on income over that 
amount. The Sparkman plan would start levying when net income reaches 
the $100,000 bracket and proceed on a graduated scale—by brackets. 

Before jumping to any hasty and happy conclusion that this would amount to 
a great relief to small businesses generally, one needs to remember that a rela- 
tively small ratio of small businesses are incorporated. Statistics by the United 
States Department of Commerce show about a half million out of a total of 
approximately 4 million—roughly 1 out of every 8—business firms in the Na- 
tion operate as corporations. Earnings taxed in the cases of the vast numbers 
of unincorporated firms, those millions of them operating as partnerships and 
proprietorships, are paid in the form of their owners’ and proprietors’ personal 
income taxes. 

Under the Sparkman-sponsored bracket system growth would be penalized and 
discouraged, the incorporated business that starts out little and develops as a 
good enterprise should, would find its taxes higher and higher year after year. 

How this handicapping against growth is rated by persons in positions to 
know what they are talking about may be judged from these comments: 

By Oklahoma’s Senator Kerr, a ranking Democrat on the Senate Finance 
Committee, “Instead of being an aid to the small-business man it (the brackets 
formula) would be the death knell to the growth of small business, and would 
be detrimental to the millions of small people who own stock in corporate 
entities.” 

3y up-State New York’s Congressman Reed, ranking Republican on the 
House Ways and Means Committee, “Small-business men who support a gradu- 
ated corporate income tax are in reality digging their own graves; * * * it is 
in reality an anti-small-business proposal.” 

By former Treasury Secretary Humphrey, “The progressive tax scheme ac- 
tually has a built-in mechanism to retard the continued growth of a successful 
small business.” 

This is not likely to be brought out—certainly not prominently developed— 
in next week’s Los Angeles hearing, but Congress fortunately does have under 
consideratiton real tax-relief programs. One of the leading of them is presented 
in a bill sponsored by a Connecticut Republican, Congressman Sadlak, and a 
Florida Democrat, Congressman Herlong, who propose down-scaling and lim- 
iting both personal income and corporate tax structures. 


Senator Kucnen. Mr. Chairman, I need not ask unanimous consent 
that our colleague from California, Congressman Roosevelt, be heard 
and be permitted an opportunity to address the committee and then 
to join the members of the committee for such time as he may find 
available. 

Senator Humpnrey. Senator Kuchel, I am sure you join with me 
in expressing pleasure that Congressman Roosevelt, a hard-working 
Member of the House, the other body, is here. 

Senator Kucuer. Let me join you in that. Jimmy Roosevelt and 
I have been friends for a long time, and I value his friendship, and 
on those sometime occasions where we may not see eye to eye, neverthe- 
less we have proceeded to do what we can to assist the people of our 
country and the people of our State, and I am delighted to welcome 
you here this morning, Jim. 
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STATEMENT OF HON. JAMES ROOSEVELT, MEMBER OF CONGRESS 
FROM THE 26TH DISTRICT OF CALIFORNIA 


Mr. Roosrevetr. Mr. Chairman and Senator Kuchel, I want to ex- 
press my very great appreciation to you for the privilege of sitting 
with you this morning, and I want to say that I think, as far as my 
own particular district—the 26th ( ‘ongressional District—is con- 
cerned, we are particularly appreciative of the attention you are giving 
to this problem of small business. 

I happen to have in my district a great number of small businesses, 
some of them in defense industry, and some of them in rather a wide- 
spread range of industrial activ ity and the problems which have beset 
them, I think, are indicated by the tremendous response which we have 
had to your coming to Los Angeles to hold these hearings. And I 
sincerely hope that “from these heari ings will come not only some very 
good suggestions but leading to concrete action in the future. 

I have a number of communications here from various individuals, 
both in their corporate and individual capacity, containing sugges- 
tions which they would like to make to the committee, and I would 
very much appreciate it if I may have the privilege of introducing 
them for the record of the committee. And I can simply say that I 
know that each and every one of them come from responsible people, 


and that they are well thought out, earnest, and sincere recommenda- 
tions. 


Senator Kucuen. They will be made a part of the record in toto. 
(The documents submitted by Representative Roosevelt are as 
follows :) 


STATEMENT OF HARRY BRAVERMAN, AIRFOAM DISTRIBUTORS, LOS ANGELES, CALIF., 
SEPTEMBER 11, 1957 


JAMES ROOSEVELT, 
Los Angeles, Calif. 

DEAR JIMMY: I appreciate your considering me as a possible witness before 
the Senate Small Business Committee. Frankly, I don’t think I am one of your 
better selections. Naturally I have some beefs and some ideas, picked up from 
disgruntled and hard-pressed associates and customers. What I feel is the con- 
sensus of their opinion, I would like to put down in this letter. 

For the most part there seems to me to be a distinct feeling that the big boys 
have all the edge and have gotten all the legislative breaks during the last 4% 
years. It is beginning to dawn on most of my customers that the ability of big 
business to name its own selling price is draining much of the purchasing power 
of consumers. In our field and in most other freely competitive pastures, the 
intense competition has consistently pushed prices downward. This, in the face 
of the much-advertised inflation. When the cost of labor and other items that 
go into making overhead keep rising while margins tend to become narrower, it 
becomes almost impossible for us to come out with a net profit. 

I think that if you checked small-business opinion, you would find that they 
feel (1) that high interest rates discriminate against them; (2) that rapid tax 
writeoff is almost an exclusive piece of pie for the big fellows; (3) that the in- 
flationary movement is phony and is only adding to their costs without giving 
them higher prices to compensate; (4) that tax laws for small corporations 
should be of a special character and should not be governed by the rules that 
operate for the big corporations, 

The small-family corporation that usually liquidates when the owner dies or 
has to go out of business is penalized. If in a single year this type of operation 
makes some money, the chances are that the law will force the distribution of 
70 percent of the profits. The following year may be a tough one, and they 
would be compelled to go out and borrow at high rates and usually under diffi- 
cult conditions. It is rare that a big corporation ever liquidates, but small ones 
often do and pay an additional 25 percent as capital gain on surplus. 
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I know there is nothing new in what I have written, nor is it anywhere near 
complete in reciting the woes and beefs of the average small-business man. Also, 
I have a sneaking suspicion that you have received many, many earfuls during 
the several years that you have been pushing for small-business relief. Person- 
ally, I would like to see big corporation taxes go up, the fast writeoff laws ex- 
punged from the books, and if we are to keep the American system of free com- 
petition, find ways to let it apply to big and little alike with the Government 
only acting as a very fair handicapper and protector of the weak. 

Although I have never answered any of the many circular letters you have 
been sending from Washington, I have read every one of them. I enjoyed and 
approved almost everything you wrote. I am even a little optimistic about the 
new civil-rights bill, although obviously it isn’t what I would have wanted. The 
northern and western Demos will have to make it work, etc. 

My congatulations for a wonderful job done by you. Best of luck. 

Sincerely, 
HARRY BRAVERMAN. 


STATEMENT OF JAMES FiscHGRUND, TRANS AMERICAN AIRLINES, BURBANK, 
CALIF., SEPTEMBER 16, 1957 
Hon. JAMES ROOSEVELT, 
House of Representatives, 
Los Angeles, Calif. 

DEAR CONGRESSMAN: Thank you for your letter of September 4, 1957, in- 
viting me to testify before the Senate Small Business Committee concern- 
ing the tax problems of small business at hearings to be held at Los Angeles 
beginning September 18. 

I am taking the opportunity to express my views in letter form which I 
assume can be made a part of the record just as if I had appeared personally 
to testify. In view of the scope and complexity of the subject it is only pos- 
sible to highlight some of the more obvious areas of needed relief. My com- 
ments stem from observation of tax problems of small business and not alone 
from our own business and tax experiences. 

I believe a principal disadvantage that small business and new business 
has as compared with big business is that the former has much greater diffi- 
culty in securing capital and accumulating funds for capital expansion. Big 
business and many long-established businesses of considerable size have ac- 
cumulated tremendous capital and equipment during periods of lower taxes. 
For the most part, small business must rely on investment by small groups of 
people and short-term credit from banks. The problem of accumulating cap- 
ital out of earnings is, of course, made acute by the high individual and cor- 
porate tax rates. 

This leads me to suggest the following amendments to the Internal Revenue 
Code to assist new and small business: 

1. A lower corporate tax rate for taxable income below $100,000 a year. 
The figure is, of course, entirely arbitrary but suggests a general area in which 
lower rates would be beneficial to the development of small business. The 
reduction could take the form of a lower corporate and surtax rate, following 
the pattern of the present law, or there could be a more graduated rate as is 
the case presently with individuals. I favor the present structure but with 
considerably reduced rates. 

2. The inability of small business to obtain needed capital, the difficulty 
of accumulating funds from earnings for needed capital requirement in order 
to compete and the continuing impact of inflation has led.to the obsolescence 
of capital equipment of many small businesses. This problem could be con- 
siderably ameliorated by a liberal depreciation policy, which ultimately might 
result in little or no loss of tax revenue. There have been many formulas 
discussed. I favor a policy of allowing small business (however defined), a 
50-percent writeoff of depreciable assets in the first year with the other 50 
percent to be written off over a longer period in accordance with some sched- 
ule that would bear some relationship to the physical or economic life of the 
asset. ; 

3. A third tax problem that is directly related to the problems of small 
corporate business is the current provision of the Internal Revenue Code which 
treats any nonbusiness bad debt as a short-term capital loss (Internal Rev- 
enue Code of 1954, sec. 166(d)). As that provision has been interpreted by 
the regulations and the courts, loans by stockholders to their corporations, if 
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they should become worthless, are treated in the hands of stockholder-credi- 
tors as short-term capital losses rather than ordinary losses. Under these 
authorities it is a difficult if not an almost impossible task to establish that 
the loan was in connection with the taxpayer’s trade or business. The con- 
trolling stockholders of a closely held corporation which becomes in need of 
eapital suffer a detriment in lending the money if it should not be repaid, 
because in many instances short-term capital loss results in no tax benefit. 
The provision appears to be discriminatory on its face in that corporate lend- 
ers are expressly excluded from this tax result. 

4. A suggestion that could be of real assistance to small business would be to 
permit corporations to be taxed as partnerships. Many small businesses are 
organized in corporate form because it is the one most suited to doing business 
where more than 1 or 2 individuals are involved and in order, of course, to 
achieve limited liability. Notwithstanding the corporate form such businesses 
in economic substance more often than not resemble a partnership. In those 
instances an election should be permitted by the stockholders to have the corpo- 
ration in fact taxed as a partnership—i. e., the distributable net income being 
taxed to each of the stockholders—“partners.” In such a case, if the stock- 
holders were willing to have their share of the net income of the corporation 
taxed to them at their own individual rates, notwithstanding that a portion of 
the money might be retained in the business, it would permit them later to 
withdraw their taxpaid money free of any dividend tax at that subsequent 
time. If, however, it were to be taxed as a corporation there would be the 
tax at corporate levels when earned, and a subsequent dividend tax to the indi- 
viduals. 

The tax problems of small business cut across the entire Internal Revenue 
Code, and many of the problems of small business are, to a considerable degree, 
directly occasioned by an unrealistic tax rate. These near-confiscatory rates 
have led to special legislation favoring some and discriminating against others. 
The law has become so intricate that businesses must be conducted with con- 
stant advice from specialists in this field. Even with good advice the tax results 
are often in doubt. The result is that tax considerations often override sound 
business decisions. This is an unhealthy atmosphere for all business, big and 
small. The specific suggestions I have made for changes are intended as short- 
term objectives. For the longer run, the objective should be a thoroughgoing 
revision of the entire tax structure for all business. 

Sincerely, 
JAMES FISCHGRUND. 





STATEMENT OF MANNEY Lippert, SHAW’S JEWELERS, SANTA Monica, CALir., 
SEPTEMBER 17, 1957 
The Hon. JAMES ROOSEVELT, 
Los Angeles, Calif. 


DEAR CONGRESSMAN ROOSEVELT: It has recently been reported in the Los 
Angeles Times that the Senate Small Business Committee will soon meet in 
Los Angeles to gather testimony on tax problems of small-business men. 

I am respectfully submitting, for the committee’s consideration, the problems 
and burdens besetting the retail jewelers, of whom there are approximately 
35,000 in the United States. 

The great majority of the retail jewelers were formerly watchmakers. Many 
of them started their business careers by repairing watches for neighbors and 
friends. Slowly they emerged into neighborhood stores, and with the help of 
wholesalers and distributors they bought some jewelry for display purposes, 
and for small sales. Today, the average retail jeweler does approximately 
$40,000 business a year. 

About 15 years ago our industry was shouldered with the so-called luxury 
tax. The purpose at that time was designed to discourage the public from 
buying luxuries and instead to buy Government bonds. In addition, it helped 
to support the expenses of the defense program, and the Second World War. 

This excise tax still exists. The burden to collect this excise tax has created 
tremendous costs to the retail jewelers, both in overhead and in business. So- 
ealled wholesalers, who do not pay excise tax, as well as discount houses, ac- 
tually defeat this program. It has set up competition for the legitimate retail 
jeweler that is slowly strangling him into bankruptcy. 

As an example, a nationally established watch, such as Longines, Bulova, or 
Benrus, selling for $50, is supposed to carry a $5 excise tax. A discount house 
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selling the same watches for $35 collects only $3.50. We therefore suffer not 
only the shrinkage of our profit but in addition, the discount house collects less 
excise tax than we get. The so-called wholesaler, of course, collects no excise 
tax. 

Actually we are convinced that this excise tax is self-defeating. The amount 
we collect for the Government is offset by the enormous cost of keeping records, 
accounting, bookkeeping, and the loss of sales. 

There is also the question whether one can honestly call most of our items 
luxury. Would you consider an alarm clock, necessary for all of our industrial 
workers, as a luxury? Such clocks sell between $5 and $8 at an average. Yet, 
we have to collect $0.50 or $0.80 on every clock as excise tax. We have sets of 
baby silver, a cup, knife, and spoon, that sells between $5 and $10, which also 
carries excise tax. Even a wristwatch, which is a necessity of life, and sells 
from $10 to $40 at a national average, carries an excise tax. 

At the same time such luxury items as ladies’ nightgowns, selling often as high 
as $50, imported Steuben glassware, selling as high as $100 for a vase, carries no 
excise tax. Would you therefore not agree that this is discriminatory taxation 
against the retail jeweler? 

The plight of our industry is tragic. From the large manufacturers in New 
England to the smallest retail jeweler in the community, we are slowly suffer- 
ing a complete strangulation. Our industry is terribly underfinanced. The 
retail jeweler has no way of securing financial assistance. Our accounts re- 
ceivable are considered “luxury paper.’ The banks refuse to lend us money on 
such accounts. 

The enormous increase in the overhead of every merchant is no mystery to you 
or to the committee. Yet we have no relief from such overhead, because we are 
bound by factory-fixed prices. We cannot arbitrarily increase the price of the 
product we sell to compensate for the increase resulting from the high cost of 
operation. The large appliance and radio factories, as well as the major sup- 
pliers, continue to increase their prices to us, claiming that the volume should 
take care of the lower profit. But actually the volume continues to shrink and 
the cost goes up. 

When the excise tax was first originated, most of the factories did not increase 
the selling price by 10 or 20 percent to compensate for the excise tax. They 
feared that their product would suffer. They therefore forced us to take a 
shrinkage in our profit, claiming that we would gain by wider distribution of 
their products to the public. 

There is no doubt in the mind of this writer that the excise tax we pay in most 
instances is actually coming out of the meager gross profit of the small jeweler. 

Over and beyond the evil this tax has created, there exists a far greater threat 
to the American system we represent. If small retailers are slowly extin- 
guished from the American scene, then a large segment of the middle class in 
America will be threatened, if not eliminated. 

History has well documented that, where the middle class in society is ex- 
tinguished, freedom and democracy soon follows. This country’s greatest hope 
for the support of the free world lies in the hopes of the “Little Men.” If the 
“Little Men” in America have no future, then what future is there for the hopes 
of “Small Men” in the rest of the world? 

With best wishes for the success of your work. 

Sincerely, 
MANNEY LIPPETT. 

Mr. Roosrvertr. Thank you very much, sir. 

I want to again express my appreciation to you, sir. 

Senator Kucuet. Thank you very much, Congressman Roosevelt. 

As the chairman suggested earlier, these recommendations will 
result in legislation which we hope may be introduced, perhaps jointly 
in the House of Representatives, in which of course they will have your 
enthusiastic approval, as well as in the Senate, and those hearings, I 
trust, may be getting underway early in January 1958. 

In addition to that, to the extent that your time will permit, the 
committee would be delighted to have you remain with us to listen to 
the witnesses and to inquire as you might into any questions which 


their testimony may raise. 
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Mr. Roosrvert. Well, thank you very much. I appreciate it and 
especially in view of the fact this does dovetail with the work of the 
committee of which I have the privilege of being a member on the 
House side, and if it is agreeable, I would like to stay. 

Senator Humpnrey. You are a member of the House committee? 

Mr. Roosgvetr. Yes, sir. 

Senator Humpurey. Do you have any other statement, Congress- 
man ¢ 

Mr. Roosrvert. No. 

Senator Humrurey. All of this, as you said, will be made a part of 
the record. 

Senator Kucnen. Yes. 

The next witness will be Mr. Bennett L. Sprecher, Globe Depart- 
ment Stores, Los Angeles, Calif. Will you come forward, please ? 


STATEMENT OF BENNETT L. SPRECHER, REPRESENTING THE 
GLOBE DEPARTMENT STORES, INC., LOS ANGELES, CALIF. 


Mr. Sprecuer. My remarks will be made from the point of view of 
the small retailer. The small retailer of today faces many obstacles 
not faced by the large retailer, and these obstacles seem to get greater 
each year. 

Mr. Srutts. Excuse me. Please identify yourself first. 

Mr. Sprecuer. I am an officer of the Globe Department Stores, Inc., 
and—— 

Mr. Stutts. In Los Angeles? 

Mr. Sprecuer. In Los Angeles; yes. We operate four stores. If 
we were not incorporated, you might refer to me as a partner. 

At any rate, the small retailer has many problems that the larger 
retailer is not faced with today. Thus, in order for him to overcome 
them and succeed, he must have great ingenuity; he must offer some- 
thing new or superior that benefits the community and thereby merits 
its acceptance. This ingenuity in meeting the challenge of competi- 
tion must be encouraged if the progress it produces for our country is 
to continue. Under the present tax structure, it is discouraged because 
the small retailer cannot accumulate capital fast enough to become 
strong and stable even if he is one who is ingenious and who has 
potentialities for greater success. 

The small retailer must pay more for everything; yet his selling 
prices are somewhat limited by competition ; consequently, his margin 
of profit is squeezed. He cannot avail himself of the discounts on 
large quantity purchases whether they be of merchandise, supplies, 
advertising, or of services. His rent costs him more either because of 
a higher percentage of sales or a higher flat rental or because he must 
accept a poorer location. Loans cost him a higher rate of interest ; al- 
most everything he buys costs him more. In addition, he does not get 
the benefit of the lower average cost on his overhead which comes from 
spreading his overhead in greater volume. He has a difficult time ob- 
taining risk capital because it is provided mostly by individuals, 
whereas large corporations with public acceptance can sell stock or 
bonds or obtain money more readily from Sonia 

Facing these great disadvantages in bucking large entrenched re- 
tailers, there is little incentive to become a small retailer, risk your 
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capital, and hope for success only to have the rewards so greatly re- 
duced by taxes as to keep you small and under great risk, insecure, per- 
petually. 

Despite these operating problems many small retailers can be suc- 
cessful. The very odds a8 face require them to be more resourceful, 
more creative, and more flexible in bringing to the public advantages 
for dealing with them. That is the stimulant that makes the small 
retailer great and provides the unusual things. This is the spirit that 
creates progress in our community and that must be fostered by our 
Government. 

The small-business man succeeds by developing new ideas and by 
effecting economies which he recognizes by his closeness to all phases 
of his business. 

The small-business man operates in a very quick and adept manner 
In this area, in particular, numerous electronics manuf: acturers have 
sprung up from nowhere, very talented, bright young engineers, with- 
out much money, who have outstanding ideas for the benefit of our 
country, and are quic ker, and more alert, and earlier with them than 
the large cor porations. 

Those companies are soon gobbled up by large corporations by merg- 
ers and buying them out, by which means they acquire their prod- 
ucts, their talents, and their ingenuity. 

In our case, we emphasize fashion and style in our business. We 
have opportunities to develop and present style merchandise to the 
public, and we have to be very quick about it, because as soon as the 
number that we present becomes proven and a big seller, it is then 
recognized by the chainstores who really don’t experiment much, and 
then they adopt it. By that time, they are able to obtain a more fa- 
vorable price, and we must seek something else new. So, we are con- 
stantly leaping from place to place trying to stay ahead of the pack. 

The challenges of entrenched companies with relatively inflexible 
policies often from small business which makes old modes of operation 
and old products obsolete. 

There is an interesting story of some age attributed to Mr. Kettering. 
He was at breakfast one day shortly after Lindbergh made his solo 
hop over the Atlantic, and his wife said to him, “Isn't it remarkable 
that this young man made that flight all alone?” Mr. Kettering, re- 
flecting upon the committee system of operating a large cor poration, 
said, “He never could have made it if he had a committee with him.” 

So, it is kind of pertinent to the small-business man. 

Now, in the retail field, the discount stores are an example of small 
business providing new ideas which entrenched companies overlooked. 

They taught the department stores, large corporations, that it costs 
less to sell and distribute certain products, and that the averaging 
of costs over all departments was not appropriate. 

Now, the proper tax relief would alleviate the most serious prob- 
lems of the small-business man, most of which are bound up in the 
difficulty of accumulating capital. His capital has a proportionately 
greater risk than the larger enterprise because he is more subject to 
the fluctuations of general business conditions. He requires more 
capital proportionately in his business than does the larger company. 

First of all, his inventory is much larger in proportion to sales 
volume and capital than is that of the larger retailer because he musi 
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carry certain irreducible minimums in order to offer the public an 
adequate assortment of merchandise. 

Take, for example, a girls’ clothing department. In order to have 
a certain basic inventory, you must have various colors and various 
sizes, so a large store could have a very large assortment of that. 
They could have blue, green, red, aqua, gold, brown, and any color 
that they wanted, and have several styles in each size. 

Now, the little store might, in its peak season, be able to carry that 
stock. However, at the end of the season, when it was desirable to be 
out of girls’ clothes, the little store would have a hard time getting 
down to what it would call a model-ending inventory, whereas the 
large store would consider an ending inventory very satisfactory if 
it got down as small as a small store’s peak inventory. So, you see 
that the investment is very much greater than for a small operation. 

Thus, the inventory in a small operation does not turn over as 
rapidly as does that of the large merchant. He generally takes 
greater credit risks than the large retailer in order to maximize his 
sales volume. This result in slower turnover of his accounts receiv- 
able and higher collection costs. Furthermore, tax authorities do 
not permit him to carry an adequate reserve for bad debts for this 
quality of accounts. 

The small-business man does not want any gifts or special privi- 
leges, but he does need the opportunity to accumulate a certain 
cushion of capital in order to give him stability. This opportunity 
has become more and more impaired through the years because of 
our tax structure. In order to achieve tax relief for small business, 
it is fundamental that the same benefit be available to all on an equal 
basis. 

We can’t delude ourselves into thinking that we are going to get 
something that the big fellow is not going to get. The only thing is 
how to restrain it so that the benefits are not in proportion to their 
size. 

One such form of tax relief would be to permit any. business to 
set aside a reserve against inventory and accounts receivable which 
would provide funds for strength during the life of the business and 
yet which would only produce a deferment of taxes for the Govern- 
ment. Such a reserve could be accumulated out of the income at 
the rate of 50 percent of the income until the reserve equaled 75 per- 
cent of the value of inventories and receivables. This reserve should 
be further limited to a maximum of $100,000. Under this plan, 
the same benefits would be available to all businesses, large or small, 
but because of the limitations, the benefits would be proportionately 
greater, the smaller the business. Ultimately, upon the dissolution 
or sale of the business, this reserve would become a taxable gain if 
it was not reduced or eliminated by losses in liquidation. 

Capital is the life blood of the business. As the years have gone by, 
the need for capital has grown in order for a business to keep up with 
technological advancements and the demands of a society with a high 
standard of living. The principal way a small-business man obtains 
capital is by retaining the earnings of the business. But, today, those 
earnings are siphoned off by taxes. 
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A successful small-business man of today must work very hard 
against many odds. He has only the years of his active lifetime to 
build a business, and it usually remains virile only during that time. 
When he gets old, he liquidates or sells out. It is this man who needs 
some protection today. 

This reserve against inventories and receivables plan would give 
the small-business man an opportunity to acquire what he needs most, 
‘apital to build his business and to make it grow. It would restore 
to him the opportunity in a free enterprise economy which no longer 
exists in the same form that it did years ago. 

Other forms of tax relief would be very desirable, as well. Especi- 
ally beneficial would be a graduated tax on corporate earnings, pos- 
sibly starting from a total tax of 10 percent on the first $25,000 of 
income, 20 percent of the second $25,000, 30 percent on the third 
$25,000, and 40 percent on the fourth $25,000 of income. Such re- 
duction in the lower bracket of corporate earnings would not result 
in lower taxes, as many fear, because the availability of capital to 
the smaller business man would enable him to grow and prosper and 
be better able to pay even more taxes. 

Such other suggestions as expressed in the memorandum for wit- 
nesses are all desirable. Some appear to be of such complexity as to 
be difficult of attainment. But there is no question that tax relief 
for the small-business man is essential at this time if the great oaks 
shall continue to grow from little acorns. The vitality of our Nation 
stems from the freedom of opportunity that must be available to all, 
and must be restored and strengthened to the small-business man. 

Senator Kucue.. Thank you very much, Mr. Sprecher, for a very 
excellent statement. 

Senator Humphrey, are there any questions ? 

Senator Humpurey. There are none, Senator Kuchel, at this mo- 
ment. I am going to make a suggestion, which I hope will be inter- 
preted in all good faith, that we do have a large number of witnesses, 
and, whenever there is any material in the statement that is of back- 
ground nature that does not come to specific recommendations, it would 
help a great deal if we could get to the recommendations, and the rest 
of it will be printed as if it were read. Because it is the reeommenda- 
tions, I think, that we are most vitally concerned about, and I feel 
that this will expedite it so that more of our witnesses can be heard, 
and not so many will have to file their statements. 

Senator Kucuet. I think that is an excellent suggestion. 

Mr. Sprecher, before I ask Congressman Roosevelt if there are any 
questions—I see we now have with us the third member of this sub- 
committee, a very able and distinguished United States Senator from 
our neighboring State of Arizona, Barry Goldwater, who has been 
a member of this committee for most of his tenure in the United States 
Senate. Under his leadership in Phoenix, on Monday, we had a 
splendid day of hearings. 

Barry, the people of California, who look with a consummate fond- 
ness and maximum friendship for all our fellow citizens in the great 
Commonwealth of Arizona, are delighted to join with us on the com- 
mittee in welcoming you to this hearing in Los Angeles. 

Senator Gotpwater. Tom, I thank you, and I want to apologize for 
coming late. I got into my plane this morning, and, when I got over 
that mutual bond of friendship, the Colorado River, I had to look at it. 
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Senator Kucnen. Longingly ? 

Senator GOLDWATER. Longingly. I landed here to get the water 
which I know is ours, and when I got here, I had trouble with the 
smog. Iam glad to be back here in the city where = business started 
in 1858. My grandfather ran a combination pool hall, liquor store, 
and dress shop in Los Angeles, and he had his own water. 
[ Laughter. | \ 

Senator Kucnen. Senator, do you have any questions ? 

Senator Gotpwater. No questions. 

Senator Kucnen. Congressman Roosevelt ? 

Mr. Rooseverr. Senator, could I just ask Mr. Sprecher whether 
there is, in his opinion, a need for temporary capital loans as are 
available through the Small Business Administration ¢ 

Mr. Sprecuer. Yes; I believe that would be excellent. As a mat- 
ter of fact, among a group of small-business men, we have had a dis- 
cussion regarding something similar to the FHA, whereby Govern- 
ment-insured loans could be made by banks with the banks administer- 
ing them, and under certain restrictions so that they would be confined 
in amount or to small business by some means. It would be very 
desirable. 

Mr. Roosevett. I think that is all. Thank you, very much. 

Senator Kucnuen. Just one question, Mr. Sprecher. Can you give 
the committee your conception of what constitutes small business? 
How would you measure small business in dealing with tax problems? 

Mr. Sprecuer. I believe that is a very subjective problem. It is 
very difficult to define a business in terms of size, dollar volume, em- 
ployees. I think it is better to define it in relation to the position it 
occupies in its field. 

Senator Kucuer. On a comparative basis ? 

Mr. Sprecuer. On a comparative basis with other enterprises in 
that restricted field. 

Senator Kucner. Would we not get into a little trouble though ? 
That probably would qualify Nash-Hudson as a small-business enter- 
prise, when you compare it to Chrysler and General Motors, for ex- 
ample. 

Mr. Sprecuer. Yes. 

Senator Humpnrey. It is. 

Mr. Sprecuer. Yes, I think Nash-Hudson suffers from the op- 
pression that other small business suffers. 

Now, from other standpoints, they might even enjoy some of the 
advantages that a very small, which a very small firm does not have. 

Senator Kucner. What I mean is, if the committee were to make 
recommendations, now particularly with reference to the tax struc- 
ture itself, that question is important. Some people have recom- 
mended before our committee that the net worth of a business be the 
criterion. In your recommendation of a graduated income tax for 
American corporations, I take it that you might think in terms of a 
$100,000-a-year net taxable income might be some criteria to find what 
is small and what is not small. 

Mr. Sprecuer. Yes, it is a figure which I arrived at arbitrarily. 
I don’t know what definition to make in general. I can see some of 
these problems cropping up, but the protection that is needed today 
is for small and moderate-sized businesses, and the concept is different 
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from what it was many years ago. The need for capital is much 
ater than it was many years ago. 

Even in the suggestion I made for the $100,000 reserve against 
inventories, I had in mind giving a corporation an opportunity to 
have a $100,000 of stability or security to be acquired out of its earn- 
ings, and in that.manner would give them a substantial cushion. 

Now that $100,000 would not mean much, a great deal, to a cor- 
poration that was doing $25 or $30 million of business a year and 
may be worth $10 million, but it would be to smaller outfits. 

Now, how far we have to go in protecting them is a question I 
don’t believe you can go into. 

Senator Kucnet. Thank you very much. 

Senator Gotpwater. As long as you brought up this matter of defi- 
nition, don’t you think that we might have to get into definitions for 
two purposes in small businesses: One would apply for tax purposes, 
and the other would apply for just ordinary designations. We dis- 
cussed this a bit in Phoenix the other day. 

For instance, a small business in Los Angeles, by definition or desig- 
nation, would be a large business in Phoenix or in Tucson or in Ox- 

nard? 

Mr. Sprecuer. Yes. 

Senator Gotpwater. Would you think that might be necessary to 
have one definition for tax purposes which would apply nation: ally, 
and another designation that would apply probably geographically 

Mr. Sprecner. I would think so. 

Now, the question is, For which purpose do we want those defi- 
nitions? For tax purposes, I think you are going to have to have 
a general definition suitable nationally. 

JT heard a definition which I like to think of as sound. It is a 
business which does not dominate its market or which substantially 
less than dominates its market, perhaps even doesn’t hold its own in 
its domination of the market or in its equality in its position in the 
market. 

Senator GotpwatTer. Well, you see, when we get into this subject 
of small business, it means different things to different people. 

For example, I read in my local paper this morning the names 
of four men who were going back to attend the President’s Confer- 
ence on Small Business. One of those gentlemen represents Air Re- 
search. I don’t know whether you would say Air Research dominates 
its field, but it is not a small business. 

Another man runs one of our largest clothing stores in the State. 

Now, is that small business, or is small business the man who runs 
the corner drugstore, the corner grocery, the Main Street merchant 
who has his wife as an employee, or 4 or 5 people working for him? 
I think sometimes that we have not gone far enough down the scale 
of small business in our efforts to help the small- business man. In- 
stead, we have defined small business by comparison, and we are still, 
in many instances, above the heads of the small men. 

In tax purposes, for example, we constantly talk about the corporate 
tax, and only about 12 percent of the businesses of the country are 
corporations. The rest are partnerships or sole ownerships. I merely 
bring that out so we get some continuity in this effort to get at a 
proper definition of small business, because it plagues not only this 
committee, but the Joint Committee on the Economic Report, of which 
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IT am a member, and I know it plagues the President as he tries to write 
his economic report, and by the use of the term “small business,” make 
the small-business man happy. 

So far, I don’t think that either the President or this committee, 
or the other committees, have gotten down far enough on the ladder. 

Mr. Srrecuer. Well, considerable thought goes into a definition 
of small business and went into mine when I prepared this statement. 
I see no reason to restrict any benefits downward. 

There we have to take care of everybody from the bottom up, but the 
question is, where do we stop ? 

Now, many, many proposals and thoughts came to my mind which 
I discussed with other businessmen. The suggestion that I made 
concerning a reserve against inventory and receivables is not re- 
stricted to corporations, and it is available to an individual who has a 
very small business, yet it is in direct relationship to the need for 
capital. 

Now, if—my concept is—if a business needs capital to grow, it 
should have the opportunity to save that capital out of its income. 

If we do not define it in some manner like that, then every profes- 
sional man who does not have inventory or receivables or does not need 
a substantial investment in proportion to the business he is doing, 
becomes a small-business man also. 

I don’t believe that those people are correctly defined as small- 
business people. (See appendix I, p. 590, addendum to Mr. Sprecher’s 
statement. ) 

Senator Kucuen. Thank you very much. 

The next witness will be Mr. Richard H. Forster, an attorney at law, 
whom I am glad to present to this committee since he is a longtime 
friend of mine. 

Dick, nice to see you. Proceed. 


STATEMENT OF RICHARD H. FORSTER, ATTORNEY AT LAW, 
LOS ANGLES, CALIF. 


Mr. Forster. I have been practicing tax law for about 20 years in 
Los Angeles. I taught taxation for 10 years in law school at Senator 
Kuchel’s and my alma mater, in order to learn something about it on 
the side. I have been active in the American Bar Association on 
taxation and one of the advisory groups in the Law Institute, and am 
1 of 6 lawyers in a tax law firm in Los Angeles. 

As I understand it, I have been asked to talk here from a technical 
standpoint as a tax technician. I could argue, I think, either side of 
the many problems facing this committee, and my deepest sympathy 
is with you. 

I, like Mr. Sprecher, talked with 50 to 100 people over the past few 
weeks to get ideas, and you get ideas. I have prepared a rather lengthy, 
technical statement citing authorities and law for your use. I think 
it would be a waste of time to read it. 

Senator Kucnet. I might say that the entire statement will appear 
in the record of the proceeding. If there are particular highlights, 
however, Mr. Forster, that you would like to comment on, the com- 
mittee would be glad to hear from you. 

(The statement submitted by Mr. Richard H. Forster, attorney at 
law, Los Angeles, Calif., is as follows:) 
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PREPARED STATEMENT OF RICHARD H. FORSTER 


As a tax lawyer, I am dealing primarily with people who have been success- 
ful. The result is that my perspective may be somewhat different from what 
it would be if I were dealing mostly with small businesses that were failing or 
were unsuccessful. 

Certainly large business has a distinct advantage over small business. Whether 
the factors that give rise to this advantage should be eliminated by the methods 
used to tax the profits from the respective operations is questionable. 

For example, General Motors can grant a wage increase and the increase will 
immediately be reflected by an increase in the price of automobiles. A small 
business using the same type of labor will frequently have to grant a compara- 
ble wage increase, and because of more competition in the sale of its product 
will not be able to reflect it by a price increase. I do not think that the answer 
is necessarily to tax General Motors at a higher rate in order to offset the differ- 
ence in economic position. However, there are areas in the tax law which are 
definitely discriminatory to small business, e. g., availability of certificates of 
necessity for fast writeoffs, limitations on ability to accumulate investment capi- 
tai, inability to operate at a loss in order to make a profit in the future. 

Of the several avenues of approach, I would be in favor of the following: 

Elimination of the sharp break in corporate rates at $25,000. The difference 
between the 30-percent and 52-percent rates causes small corporations to operate 
a corporate business, insofar as possible, so that it will not earn more than $25,000. 
The resultant evils are taking of bonuses and excessive compensation which puts 
a burden on the Treasury to audit and disallow the increases, spending money 
in a good year just to get a deduction in. the 52-percent bracket use of multiple 
corporations, etc. The further result is an increased burden on the Commis- 
sioner to audit these small corporate returns, a constant conflict in a difficult 
area as to what is reasonable compensation, what are ordinary and necessary 
business expenses, whether or not there has been a transfer of property under 
section 1551 so as to deny the surtax exemption to a new corporation, and, more 
recently, whether or not there is a legitimate business purpose in the use of more 
than one corporation. 

Many of these evils could be eliminated by a graduated corporate tax rate in 
the low brackets so that there is not so much magic to the $25,000 figure. I have 
heard a businesman say, “This corporation is filled up. We, therefore, have to 
put the business in another corporation.” 

If we lay aside the question of the use of multiple corporations, many of the 
difficulties outlined above could be eliminated by having a gradual increase from 
the 30 percent for the first $25,000 up to 52 percent at $50,000 or $100,000. If 
the revenue loss is considered too great, it could be offset by starting with a lower 
surtax exemption, e. g., 30 percent on the first $15,000 graduated up to 52 percent 
at $50,000. 

Because of the advantage of the use of multiple corporations through being able 
to make $5,500 on the first $25,000, plus getting a capital gain on sale or dissolu- 
tion of each corporation, their use in the small business areas bas been very at- 
tractive. This has posed problems to the Commissioner, and because of the 
Commissioner’s present position, is posing many problems to taxpayers and par- 
ticularly to their representatives. 

It has been my experience that the American businessman’s biggest objections 
to taxation are: (1) Uncertainty as to how a particular transaction is going to 
be taxed, and (2) the way the money is spent after it is collected. A business- 
man can live with a high tax rate if he knows what it is and how his business 
will be affected. The present uncertainty in the taxation of multiple corpora- 
tions is typical of the problems facing a small-business man. 

Prior to 1951 the Commissioner was having difficulty stopping the use of 
multiple corporations under the provisions of section 129 of the 1939 Code 
(present sec. 269). Congress therefore enacted section 15 (c) of the 1939 Code 
in the Revenue Act of 1951. 

Today, if a client is a sole proprietor making $100,000 a year manufacturing 
and selling toys, should he be advised to set up 4 corporations—1 to manufac- 
ture some toys, 1 to manufacture a different class of toys, 1 as a sales corpo- 
ration, and 1 to hold title to the factory rented to the other 3? On the basis 
of decided cases and legislative history, it has seemed clear over the past few 
years that the above toy manufacturer would be perfectly protected in setting 
up his four corporations. However, as a result of attacks by the Commissioner 
on the use of multiple corporations and the extension by the courts of the ne- 
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cessity of a corporate business purpose to transactions in this area, the entire 
matter is up in the air. (See Coastal Oil Storage Co. v. Commissioner, — Fed. 
2d — (CCA, 1957) (57-1 U. S. T. C. 9518).) Pending the outcome of the 
Aldon Homes, Inc., et al. case now before the Tax Court, it is understood that 
the Commissioner is holding up audits on existing multiple corporations in sit- 
uations which were not even questionable at the time they were set up. A 
recent article by Ernest Mortenson, The Multiple Attack on Multiple Corpora- 
tions (35 Taxes, The Tax Magazine, 647, September 1957), traces the legislative 
history and indicates clearly the dilemma of the small-business man in the 
above situation. 

I think it is important that Congress either eliminate the attractiveness of the 
use of multiple corporations or make it clear when and under what circun- 
stances they can be used. By the same token, I think it is even more important 
to protect taxpayers who have relied on existing law against the current attack 
of the Commissioner. 

An additional illustration of the problem of a small-business man taxwise is 
whether or not the corporation owning the factory in the above situation would 
be a personal holding company under section 541 et seq. Since the acquiescence 
of the Commissioner in Minnesota Mortuaries, Inc. (4 T. C. 280 (1944), acq. 
1945 C. B. 5), it has been assumed that such a corporation would not be a 
personal holding company. In at least one circuit it seems clear that such 
a corporation would be a personal holding company (320 East 47th Street Corp. 
v. Commissioner, — F. 2d — (2d Cir. 1957) (57-1 U. 8S. T. C. 9576), reversing 
26 T. C. 545). What should we advise the taxpayer to do in the ninth circuit? 

The following are my ideas in answer to the specific suggestions for small 
business tax relief : 

1. Our own office experience has not indicated a need to make estate taxes 
payable in installments. The trend over the past few years has been to accel- 
erate payment of taxes. This seems to be sound and if we are going to have a 
Federal estate tax, I can see no reason why the Government should risk the 
possible loss of revenue through subsequent failure of a business or insolvency 
of the persons owing the taxes. We have had no trouble in getting reasonable 
extensions for payment in critical situations. This means that an estate nor- 
mally has at least 2 and frequently 3 years in which to decide what to liquidate, 
how to raise the money, etc. I would not be in favor of changing the present 
procedure. 

However, one place in which we may need specific legislation is the situation 
involved in the recent Prunier (28 'T. C. — No. 4), Sanders v. Fox (149 Fed. Supp. 
942 (D. C. Utah, 1957) ), and Casale (26 T. C. — No. 131 (1956) ), cases. I think 
it should be made clear either by the Commissioner or by Congress that it is a 
perfectly proper Corporate act to purchase life insurance on the life of a stock- 
holder for the purpose of retiring part or all of his stock in the event of his death. 
Congress has told a corporation: 

(a) That it can retire stock of a deceased stockholder without income-tax 
consequences to the selling stockholder under sections 302 and 308; 

(6) That the corporation cannot accumulate surplus for the purpose of 
having money to retire the stock in the event of the death of a stockholder, 
section 531; and 

(c) That a corporation can buy from a stockholder an insurance policy 
on his life without being taxed as a transferee for a valuable consideration, 
section 101 (a) (2). 

Unless the Commissioner makes it clear that in a proper situation life insur- 
ance can be used by a corporation for the purpose of buying part or all of the 
stock of a deceased stockholder, I think that Congress should afford this oppor- 
tunity to stockholders of closely held corporations to liquidate their business 
interests in order to have the money to pay death taxes. This is a sounder and 
more practical approach than extending the time of payment of the taxes. 

In order to be fair to persons who are unable to, or do not desire to, use life 
insurance in the same situation, further exceptions should be made to section 
531. Several cases have recently held that it is not a proper corporate business 
purpose under section 531 to accumulate surplus for the purpose of subsequent 
purchase of the corporation’s stock. Pelton Steel Casting Co. (28 T. C. — No. 
20 (1957) ), Hedberg-Freidheim Contracting Co. (15 T. C. M. 1483 (1956) ), and 
Gazette Publishing Co. v. Self (103 F. Supp. 779 (D Ark. 1952) ). 

Another problem of confusion in this area is whether or not the purchaser of 
the stock from the estate of the deceased stockholder results in a dividend to the 
surviving stockholder or stockholders. While Congress has spoken on the tax 
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treatment insofar as the selling stockholder is concerned, the law is silent as to 
the position of the surviving stockholder. The courts, therefore, are falling back 
on the “intent” and “corporate versus stockholder purpose” rules to try to reach 
the proper result. For example, see Joseph R. Holsey (28 T. C. No. 107 
(1957) ), in which the Tax Court held that the remaining stockholder received 
dividend income through the purchase of the stock of another stockholder. The 
same result was reached in Louis H. Zipp (28 T. C. — No. 82 (1957)). The 
frightening thing to a small-business man is illustrated in this latter case by the 
fact that the selling stockholder had a capital gain of $93,000, and the remain- 
ing stockholders had ordinary income of $93,000 on a transaction involving stock 
of a corporation worth only $93,000. Assuming that Congress has protected from 
ordinary income taxation a redemption from the estate of a stockholder holding 
stock in a closely held corporation under section 303, is it now necessary to pro- 
tect the remaining stockholders so that they will not be treated as receiving a 
dividend by reason of the redemption to pay death taxes? 

2. Many moves made by taxpayers solely for tax reasons in the small-business 
area would be eliminated if any closely held business could elect to be taxed 
from year to year either as a corporation or as a proprietorship or partner- 
ship. Whether it is worth the tremendous complexities which would have to 
be written into the law to accomplish this election is a serious question. Unless 
the election could be made annually, it would be of little help since taxpayers 
already have the freedom to choose the type of entity in which they want to do 
business on a more or less permanent basis. To make the annual election pos- 
sible would mean an extremely complicated statute to cover such things as 
earryovers and carrybacks, wrongfully accumulated surplus, reasonable salary 
deductions, constructive dividends, handling of unrealized receivables, cost bases, 
ete. By the time the statute got as complex as it would have to be, not many 
of us would be able to understand it. (How many people will admit to a full 
understanding of the present partnership provisions? Yet, we would be asking 
each small business each year to decide whether it elected to be taxed as an 
individual or as a corporation, and in order to make the decision someone would 
have to understand the complexities of the law. I personally do not think 
that this is a practical approach to the problem. 

3. Certainly small businesses are hit more than large businesses by not being 
able to use the alternative methods of depreciation under 167 for used property. 
It seems particularly unfair to me that, if a sole proprietorship or partnership 
incorporates, the corporation is immediately deprived of using a declining bal- 
ance or sum-of-the-digits method of depreciation even though the predecessor 
had been using it. Personally, I can see no reason why this method should 
not be made available as to used property. Perhaps the safeguards in section 
1239 would have to be extended to prevent tax avoidance. 

I have heard much recent criticism by taxpayers and accountants that, in 
practical application, revenue agents have nullified the advantages intended by 
Congress when your committee’s recommendations on accelerated depreciation 
were incorporated in the 1954 Revenue Code. In specific cases, while recog- 
nizing the right to use accelerated methods, the agents are requiring such high 
salvage values that the advantages intended by Congress are not obtained. In 
addition, in cases in which a taxpayer is using the accelerated methods as to 
some assets, there seems to be a tendency to offset the advantage through ad- 
justing rates and lengthening the life of assets as to which the taxpayer must 
use straight-line writeoffs. 

4. One of the fields of taxation in which I have specialized is in the pension 
and profit-sharing areas. I can see no reason why a proprietor or partner of 
an unincorporated business should not be treated as an employee for a qualified 
plan. However, in order to carry out the social objectives of former section 
165 (a) as adopted by Congress in 1942, it would be necessary to limit the amount 
which could be put into a plan for the benefit of the proprietors. In my 
opinion, this could be done and should be done as well as to corporations by 
Congress. As you know, the present law provides that a plan shall not discrimi- 
nate in favor of officers, stockholders, highly compensated, or surpervisory em- 
ployees. In 1944, the Treasury enunciated the so-called 30-percent rule to the 
effect that not over 30 percent of the amount contributed to a pension or profit- 
sharing plan could be for the benefit of those stockholders, each of whom owned 
10 percent or more of the stock of the employing corporation. The Tax Court, 
in Volckening (13 T. C. 723), held this regulation invalid. The Commissioner 
acquiesced in the decision (1950-1 C. B. 5). However, the result has been a 
complete lack of yardstick for determining when a plan is discriminatory. 








TAX PROBLEMS OF SMALL BUSINESS 121 


For example, the rule of thumb in the local office of the Service is that not 
over 15 percent of the contribution to a qualified profit-sharing plan can be 
used for the benefit of any one stockholder, and not over 40 percent can be used 
for the benefit of all stockholders each of whom owns 10 percent or more of 
the stock. In addition, limitations which are sometimes drastic are put on 
the benefits which stockholders or officers can receive or salaries which can 
be used in computing the amount to be contributed for them. 

Arbitrary rules are adopted by each local office, such as our Los Angeles 
rule that a profit-sharing plan must have full vesting within 11 years. I un- 
derstand other offices have an arbitrary rule that full vesting must be within 
5 years, and that other offices in the country wiil allow vesting to be over a 20- 
year period. In fact, I think that the time has come when we should consider 
the elimination of the whole procedure of getting advance rulings on the 
qualification of pension or profit-sharing plans, except in unusual cases. Many 
of the offices in the country, including the Los Angeles office, are as much as 
a year behind in ruling on plans. The principal reason for the delay is the 
burden on the office of seeing to it that a plan does not discriminate in favor of 
the so-called unmentionables. If there could be written into the law pro- 
visions similar to those in H. R. 8300, the House version of the 1954 Revenue 
Act, the vast majority of the complexities would be eliminated. There were 
glaring deficiencies in the House version and the Senate Finance Committee 
wisely tabled the entire attempt to specify what requirements should be met 
in order to qualify a plan. However, this is a matter which should be re- 
opened, and at the same time a proprietor could be treated exactly the same 
as a stockholder or officer in arriving at the limitations on contributions for 
his benefit. 

A collateral problem in which your committee can be most helpful has 
arisen from a recent ruling by the Administrator of the Wage and Hour 
Division of the Department of Labor. After a fight of over 10 years, tax- 
payers, the courts, and some congressional pressure finally resulted in the 
Commissioner of Internal Revenue’s abandoning the so-called definite formula 
requirement in profit-sharing plans. This requirement was very troublesome, 
particularly in the case of profit-sharing plans adopted by small businesses. 
When the Commissioner finally abandoned the requirement, many plans were 
amended to eliminate the definite formula and new plans have been adopted 
without the inclusion of the formula. It therefore came as an unexpected and 
most unwelcome blow when the Wage and Hour Division recently ruled that 
a profit-sharing plan without a definite formula violates the provisions of the 
Fair Labor Standards Act, even though the plan has been approved by the 
Commissioner of Internal Revenue. This, to me, is an excellent illustration 
of the real problem of small business in trying to live with bureaucracy. 

Five through 9. As indicated above, I would favor a graduation of cor- 
porate tax rates in the lower income area. I do not feel qualified to comment 
on the balance of the suggestions under these numbers. If I were speaking 
solely as an advocate of small business, I could of course argue in favor of any 
or all of these suggestions. However, as a tax lawyer, speaking to this com- 
mittee pro bono publico, I am not impressed with the necessity for or desira- 
bility of taking any of the steps suggested in 6 through 9, except as above 
set forth. 

Thank you very much for the privilege of appearing before you. 


Mr. Forster. All right. I will hit the highlights of each of the 
four points that I have mentioned here. 

One is a purely practical suggestion. I think that the fast and im- 
mediate break between the $25,000, or at the $25,000 level and corporate 
taxes, pose a great many difficulties to the small corporation and the 
Commissioner of Internal Revenue. 

I am also impressed with the number of clients who come in just 
before the end of the year and say, “Now, what can I do to get down 
to $25,000?” and that 1s where they start declaring bonuses and taking 
advertising expense and getting into the questionable areas that cause 
trouble for the Commissioner and embarrassment to the taxpayer 
when they are disallowed. 

I recognize why it was in there, partly it is historical, but whatever 
you do or Congress does, I would like to see a more gradual increase 
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in rates from a lower point to a higher point so that there is no longer 
any magic to this $25,000. 

That is purely a pr actical suggestion. 

On the multiple-corporation problem, I am very concerned with it. 
Historically, as I am sure you know, in the House bill in 1951, all 
multiple corporations would have been treated as one for the $25,000 
surtax exemption. The Senate Finance Committee eliminated that 
requirement, and the final bill did eliminate it except on the splitting 
up of corporations so that a chain could not split into a lot of corpora- 
tions. But nothing was done to keep the sole proprietor or partner- 
ship from going into as many corporations as he wanted to, and the 
way was left open for corporations to go into individual corporations 
if they cared to do so. 

The Commissioner is now attacking all multiple corporations. 
There is a case pending in the Tax Court that I mention here, as a 
result of which I understand, and we have had this from our own 
experience, all audits on multiple corporations are being held up to 
see what the outcome of this case is. 

Senator Humpnrey. Is that what is technically called splitups ? 

Mr. Forster. The subdividers are called the big offenders, of course, 
if you call them offenders, but the point is, historically they have been 
able todo it. Congress has, in effect, said they have done it. 

Senator Humpurey. I remember very w ell. 

Mr. Forster. And now, they are, in effect, getting trapped if the 
Commissioner has his way. 

Senator Humpnrey. What about spinoffs / 

Mr. Forster. Spinoffs is very carefully covered by legislation, and 
you know what you are doing in a spinoff. You don't know what you 
are doing in a multiple-corporation situation, and, as I pointed out 
here, my experience has been that the American businessman’s biggest 
objections in the tax field are, first, to uncertainty, and, second, to what 
happens to the money. Tax rates, as such, do not seem to affect them 
as much if those two are eliminated. During the war, when we had 
a 95-percent excess-profits tax, nobody complained too much because 
eles thought the money was being properly spent, but the thing that 
plagues them is not knowi ing, when they go into a transaction, what is 
going to happen. 

Of course, I am speaking as a prejudiced tax lawyer because I have 
to answer what the result is going to be and see that side of it. 

Senator Gorpwater. You have diffic ‘ulty in telling your clients what 
the result will be ? 

Mr. Forster. Yes. 

Senator Gotpwater. Because of the multiplicity of rules and regu- 
lations ¢ 

Mr. Forster. And switch in approach. 

Senator Gotpwater. Right. 

Mr. Forsrrr. Now, this is just an example of it in the multiple cor- 
poration field. Whatever happens, I think that any legislation on it, 
I think that you are driven into legislation on it if you adopt any of 
these proposals to have increased exemptions or graduations up to 
higher points, because the attractiveness of the multiple corporation 
becomes greater. But when you do it, I think it should be very plainly 
set forth that it is not retroactive and that the people who in good faith 
used multiple corporations at a time when they could be properly 
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used—and students of the matter have concluded that they could be 
properly used; that Congress intended them to be used from incep- 
tion—should be protected. 

I think that’s a very important thing. Again, what is small, or 
maybe these are large businesses, but I think it is an area in which 
there is a very unfair thing for the people who have relied on the 
existing law. 

Another—to get to this specific question you asked—the first is 
whether or not—did you have a question on that ?—is whether or not 
the time should be extended for payment of death taxes. Our own 
experience has been we have no trouble getting reasonable extensions 
to liquidate properties to pay death taxes. Here, are you in the small 
business when you are in that tax bracket? But, again, that is not 
the answer. 

I can see no reason why the Federal Government should sit for 
15 or 20 years to see whether the business executors it hires can run a 
business successfully to pay off the taxes. Our whole tendency has to 
be to accelerate the payment of taxes in the income-tax field, and I 
cannot really see why we should extend it in the estate-tax field. 

Senator Kucnen. Let me ask you this question: In a given in- 
stance, what is the maximum amount of additional time which the 
Government has given to a client of yours, and estate ? 

Mr. Forster. Two years, [ would say, beyond the 15 months, which 
really is 3 years and 3 months. 

Senator Kucuen. I have a personal knowledge—it runs back sev- 
eral years in my mind—of an instance here in Los. Angeles where, when 
the decedent owner of a business died, his business almost had to be 
liquidated. The thought occurs to me ‘that—I quite agree on a 15- or 
20-year theory, and I ‘don’t know that anyone would effectively urge 
that, but it has seemed to me personally that some flexibility there, in 
the good and reasonable judgment of the Commissioner, might well 
be to the advantage of the taxpayer, the surviving spouse, ‘and the 
children of a closely held family business, and that, , perhaps, even on 
a 2-year basis, considerable hardship still might be wreaked against 
the survivors. 

Mr. Forster. All I can say is my own experience. It has not 
plagued us. We have planned for it, and businessmen in our case 
usually know it is going to come, and they are ready for it. I think 
you have more businesses put out of business by the immediate pay- 
ment of excise taxes, liquor taxes, things of that sort, entertainment 
tax, where certainly they are clamped down, and there is no recourse ; 
pay the tax or go out of business. They go out of business, and yet 
I am not one to advocate that they should have extensions to pay that 
or the Government would ever pay that. 

Senator Humperrey. There are insurance provisions, or provisions 
in the tax law, rather generous now with respect to insurance, that can 
be used for the payment of estate taxes, gift taxes, inheritance taxes, 
what have you. 

Mr. Forster. I have three pages here criticizing the present tendency 
of the courts and the Commissioner, the courts at the arguing of the 
Commissioner, to create problems in the insurance area. It is quite 
technical here, but my principal point is that we are now in a great 
state of confusion as to whether or not a corporation can carry life 
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insurance on stockholders for the purpose of having funds to pay 
those death taxes. 

In the past, we have thought they can in appropriate situations. I 
think Congress has said that; you can redeem a certain amount of stock 
under 303 to pay death taxes. 

You cannot accumulate surplus for that purpose under 531. You 
can assign a life insurance policy to a corporation. 

Senator Humpurey. You can? 

Mr. Forster. Youcan. Asaresult of the 1954 code. 

Senator Humpnrey. Yes. 

Mr. Forster. And I think that indicates a conditional intention, at 
least, to allow a corporation to have insurance carried for the purpose 
of having funds to meet this tax burden when the people die. 

Senator Humpurey. Is it the question of who you carry the insur- 
ance upon ? 

Mr. Forster. This is on the life of the stockholder or estate. 

Senator Humpnrey. The life of the stockholder or the life of the 
management ? 

Mr. Forster. I do not think there is any problem on the life of a 
management because that is purely a keyman situation. 

Senator Humpurey. Of course, that is quite obvious, but I have been 
interested in this matter so I know what your problem is. 

I think there is some doubt as to whether or not Congress re: lly did 
intend to extend that provision down to the stockholder. 

Mr. Forster. Yes. 

Senator Humpurey. I debated this tax law, and I remember it 
quite well. 

Mr. Forster. I am conscious of the fact you did, Senator. 

Senator Humpnrey. I do not know whether I knew too much about 
it, but I was trying hard. 

‘Mr. Forster. My point here is that, instead of extending the time 
for payment, I really think the answer is to create the opportunity 
to accumulate that money free from a heavy tax burden so that you 
may have the money to make the payment. 

The other side of this is what happens when you do redeem the 
stock as to the other stockholders. The Zipp case which I talk about 
in here is pretty extreme, a father and two sons has a business worth 
$93,000. The corporation redeemed the stock for $93,000, taking it 
out of the corporation, and the net result was that it was treated as 
dividend to the two sons and a capital gain to the father. So you 
pay tax cumulatively on one transaction of capital gain plus ordinary 
income tax on a business that is only worth $93,000. 

Now, that is very worrisome to a small-business man in a 2- or 3-man 
corporation as to how you redeem the stock to pay taxes and don’t 
have an ordinary dividend to somebody. 

Senator Humpnrey. What you are saying is that, in that instance, 
the corporation paid a gain; is that it? 

Mr. Forster. No, the seller, the father was held to half 

Senator Humpnrey. The seller paid the capital gains and the re- 
ceiver paid ordinary income? 

Mr. Forster. Yes. 

Senator Humpurey. This is why we get into the complexity; this 

is what makes the problem difficult. Let me just sav very candidly 
to you, the other day we had one witness who quite vehemently, and 
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I would say convincingly, argued for extension of time for the pay- 
ment of estate taxes; do you remember 4 

Senator Kucuen. Yes. : 
Senator Humpnrey. You are saying today the whole trend is to 
accelerate the payment, and if you set up a structure in which you 
accumulate adequate reserves, you can pay this without extension of 
time. : ; 

Mr. Forster. I am saying that it has been my experience in the 
question that comes up now is that this accumulation would be used 
for that purpose. It is like excise taxes. There are representatives 
here in this room that have, on occasion, talked to me about excise 
taxes, 

I happen to be sort of a recipient for some of these complaints, and 
they will come in, they will say they did not collect the tax on perfume 
or they did not collect the tax on something else that is under the 
Federal excise-tax structure, and then, all at once, the revenue agent 
comes in and says, “Look, I have checked into your invoices and 
checked back to the wholesale house, and see that you are supposed 
to pay $14,000 in taxes. You have actually paid $2,100, and [ want 
that other $12,000, or whatever it is, right off the bat.” There is not 
much relief for that fellow except he plain did not collect the taxes or 
did not pay it one or the other, and both of them are bad management 
and I do not think you can write a tax law to save people from bad 
management. 

Don’t misunderstand me. I am for adjustment of these tax laws, 
but sometimes I hear people who come in about tax programs, and 
either just plain they did not hire somebody who knew how to ring 
up the cash register, or if they did, they did not get the money in it, 
or they just did not keep the slips that they are supposed to. 

Now, there is no use complaining about bookkeeping. Bookkeeping 
is here. And as I said Monday, I think that all the tax laws that 
have required meticulous bookkeeping, while they are very difficult, 
they actually have made some people keep books for a change. And 
that is not too bad, either. That kind of helps everybody, the investor 
and the individual. 

Mr. Forster. Senator, I find it much easier to argue either side of 
any of these questions than it is to try to come up with an answer. 

Senator Humpurey. Yes; it is. 

Mr. Forster. Iam completely with you. 

Mr. Srvuurs. I wonder, Mr. Forster, though, in this instance, if the 

mere threat of these death levies does not constitute a tremendous 
psychological problem, in the same way that section 102 seemed to 
us back in 1952 when we went to all those cities . 
Every single witness talked about the problem of the surplus and the 
undistributed surpluses, and we did not find a single one who had 
ever been in any trouble with the collector because of the problem but, 
nonetheless, he was always sweating it out. 

In the same way, more recent studies of the reasons for mergers 
often indicate that a closely held corporation has merged or sold out 
because the No. 1 man was getting 60, 65, or so. 

Now, this is, it seems to me, a reality, if the climate is created which 
makes people think they have to do it, No. 1. 

No. 2, if you are a man in business, and there is a new machine 
coming out which will make you much more efficient, you can either 
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buy that new machine, or you can put the $25,000 into these, let us say, 
anticipatory notes in some way—insurance premiums or something. 
It is going to be a pretty chicken-hearted businessman, a man who 
is willing to stand still, perhaps, rather than move ahead, who will 
say, “I will keep the old machine and buy insurance premiums.” 
That business is obviously willing to be static or go down grade 
when it should be moving ahead or - keeping up, because, obviously, if 
he is going to buy that sort of life insur ance, he is going to do it instead 
of something else that he has the money for; isn’t that correct ? 

Mr. Forster. Yes, I agree with that completely. 

We handled probably : 30 sales of business in the last year or so 
in our business, and I oak say that most of them were compelled, 
by the fact he was better off liquidated, than he was all tied up in his 
business, when he dies. 

There is no question about that. But I do not think that the answer 
is necessarily to extend for too long a period of time, at least, the pay- 
ment of the tax, because then if we happen to hit a slight recession, 
and the business is kept intact and it goes broke, the Government does 
not collect the money, and I cannot see any reason why the Govern- 
ment should not collect the money. 

I think we should do things to help and not hurt in the planning 
toward accumulating the money, and that is the emphasis I have tried 
to put on this material. 

Senator Humpnurey. One problem that comes to my attention a num- 
ber of times from people who are rather well to do just do not happen 
to have any money: They have all kinds of property, they have great 
inventories, they have equipment, and actually, they are in very dire 
circumstances on fluid, on liquid cash and fluid assets. 

Mr. Forster. Yes, but they are given 2 or 3 years to liquidate some 
of those assets and pay the tax. If you want to abolish the estate tax, 
why, that is all right. I mean, all of these arguments plainly lead to 
abolition of the estate tax and turning it over to the States. 

Senator Humpurey. I am not just talking ubout estate taxes, but 
talking about normal business operations. I suppose you could say 
that is bad inventory control or not too good management, but in a 
rapidly changing market condition, partic ularly if you are in an in- 
dustry or service or merchandising field in which there are new 
products that are constantly getting hooked with old merchadise, no 
matter how good you are, you have “problems of just cash, and that is 
particularly ‘true when you have got to pay those taxes quarterly, you 
know. 

Mr. Forster. Yes. But there, as I say, you have accelerated the 
time of payment of those taxes that made that problem, if anything, 
more acute for the businessman. And assuming that that is a proper 
aproach to it from the Government standpoint, from the revenue stand- 
point, then I do not see why we should depart from it—from the estate 
tax field. 

Well, on depreciation, the depreciation question which you asked, 
I certainly think the fast writeoffs ought to be applicable to used ma- 
chinery, used equipment. I also feel it is particularly unfair that if 
you incorporate a change of business entity from partnership to a 
corporation or sole proprietor to a partner ‘ship, you lose your fast 
writeoff that you have been using up to that point, you have to treat 
it as used machinery and start all over again in a straight line method 
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which I think is unfair. I don’t see any particular reason for it ex- 
cept the law was written that way. 

Senator Kucurt. You would have no objection to putting a ceiling 
on it, Mr. Forster, as the President’s Commission has recommended ? 

Mr. Forster. No. Again, I am looking for certainty. 

Senator Kucuen. Yes. 

Mr. Forster. It certainly has been the experience of my people that 
the revenue acts are inclined, under these faster w riteofi fnathada; to 

take away from the taxpayer the effect intended by increasing the 
salvage value that they have to put on the equipment at the end. 
This 1s particularly true of assets rising in value as some of them are. 
They increase the salvage value on the basis of the market at the 
end, and then you have lost all of the advantage of the fast writeoff, 
and that seems to be quite common. 

Pension and profit-sharing field: That is one thing I do know 
about. I can see no reason at all why sole proprietors and partners 
should not be included as employees for this purpose, but if you do, 
then I think you are going to have to write the discrimination pro- 
visions that are now in the code. As you know, a plan cannot dis- 
criminate in what we call unmentionables, the stockholder of certain 
highly compensated supervisory groups. If you included partners in 
small partnerships, partic ularly, you would immediately have discrim- 
ination there in the eyes of the Treasury if a very high percentage 
of the contributions went for the owners of the business, and I would 
like to see the whole thing treated on the approach taken in the House 
bill in 1954, which again was left out of the Senate bill because it just 
was not proper the way it was drawn. 

I do not think anybody objected to the principle, but it had technical 
problems in it. And Congressman Mills has said the same thing, and 
certainly that area ought to be treated along with the sole proprietor 
and partner, and Jenkins- Keough would go the same w ay. 

Senator Humrnrey. Do you ‘support the Jenkins-Keough bill ? 

Mr. Forster. How am I speaking? As a member of the bar? As 
a member of the public? 

Senator Humpurey. I will give you one of the alternatives. 

Mr. Forster. Senator, I was chairman of a committee in California 
that studied that. I studied it for weeks. I worked with it in 
years 

Senator Humpurey. You are the man to ask the questions, then. 

Mr. Forster. Personally, I would love it. It would be a big help. 
As originally set up, I think it was definitely for the advantage of the 
higher i income professional man, to the detriment of the lower income 
man. The old argument, “I have five children and a mortgage upon 
my house, I cannot take « advants age of the Jenkins-Keough bill, but a 
bac helor who has no children and does not have to spend his money 

‘an,” has some appeal to me. 

To answer your question flatly, yes, I think I do support the Jenkins- 
Keough bill with the safeguards that have been put intoit. As itnow 
stands. 

Senator Humpurey. Thank you. 

Senator Kucuet. Are there any questions, Senator Goldwater ? 

Senator GoLtpwater. No, I have none. 

Senator Kucue:. I beg your pardon. Have you finished ? 
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Mr. Forster. Yes. I am reminded of what Senator Goldwater’s 
baseball coach, who was also my coach, says every once in a while. 
The mother whale said to the baby whale, “You will never get har- 
pooned unless you spout.” The minute you “spout” in one of these 
things, then you areintrouble. [Laughter. | 

Senator Humpurey. There really is no fun in just swimming 
around. 

Senator Kucuet. Let the record show that the witness does state 
that he favors a graduation of corporate tax rates in the lower income 
tax area. 

Mr. Forster. Yes. 

Senator Kucuet. Thank you, very much, Mr. Forster. This is an 
excellent statement, and the committee appreciates your time in pre- 
paring it. 

Mr. Forster. [appreciate the privilege of testifying. 

Senator Kucuern. The next witness will be Mr. Walter G. Gibson, 
Vogue Shoe, Inc., Los Angeles. Mr. Gibson. 


STATEMENT OF WALTER G. GIBSON, REPRESENTING VOGUE 
SHOE, INC., LOS ANGELES, CALIF. 


Mr. Greson. I might say before I begin that I have not run into 
the small-business man who was not worried about the tax that Mr. 
Forster mentioned. He said that they were not worried about the 
amount of taxes as they were where the money was going, if I heard 
him right. 

I have not found such small-business men who are not concerned 
about the amount of tax that is being paid. 

I also might say concerning Mr. Sprecher’s definition of “small busi- 
ness,” I consider the firm that I work for, Vogue Shoe Co., a small 
manufacturer of ladies’ shoes here locally, of which I am an officer, 
small business, even though they have sales of $714 million a year. 
Lots of people would consider that starting into big business, but of 
the 600 million pairs of shoes made in the United States last year, 
our firm accounted for slightly less than three-tenths of 1 percent, 
and we are in direct competition with firms whose sales are as high as 
35 times ours. So I am appearing as representing small business and 
am considering Vogue Shoe as small business. 

I also speak for the Southern California Shoe Manufacturers Asso- 
ciation, a group of 18 shoe firms locally, of which I have been secre- 
tary for 11 years. All of the firms in the association are small, the 
combined production of all of them equaling about 114 percent of the 
national production. 

I also speak individually as a former loan officer of the Bank of 
America and as an accountant trained at UCLA and at Harvard 
Business School. 

My statement to you, gentlemen, is that the present Federal tax 
structure is a much greater retardant, and has in many cases more 
disastrous effect on small-business corporations than on other seg- 
ments of our economy. To maintain a semblance of the present 
structure of our economy and to permit normal and healthy growth 
of small-business enterprises, relief is required. . 
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It is requested that the ——— of corporate income subject to 
surtax be increased from $25,000 to $200,000 for the following 4 
reasons: 

1. Working-capital requirements have greatly increased for the 
same volume of business, and small business must get this increase 
through greater retention of profits. 

2. Overhead expenses in the great majority of all businesses have 

rapidly increased from year to year, requiring an increase in volume 
to maintain the same overhead cost per unit. Present tax structure 
does not encourage this needed expansion. 
Risk capital to be attracted to new or small corporations, requires 
a io ger potential return than present tax structure permits. 

4. Lar ger firms offer greater efficiencies, greater competition than 
ever. To compete at all, it is often necessary for small businesses to 
expand beyond the limits permitted by the present tax structure. 

Going back over these reasons for the need for tax relief, let us 
examine first the working-capital problem faced today by a typical 
business: our shoe business. 

Dealing in style merchandise, timing in getting our product to our 
customer is important, so our big competitors meet this problem by 
manufacturing large quantities of shoes during slow periods, storing 
them, and making “them available to their customers on a moment's 
notice. Not having the working capital to do this, we must get our 
order from the same shoestore weeks or even months earlier in order 
to place it into production for when it is needed. 

The necessity of asking the store to guess ahead what it wants puts 
us at a competitive disadvantage; ; yet we have not been able to build 
up our working capital to make the shoes before orders, as can and 
have our principal competitors. 

Furthermore, large companies with ample supply of capital finance 
our customers by mt aking more and more liberal credit terms, even to 
the extent of freezing the account at normal inventory requirements, 
the stores only paying as the merchandise turns over, paying for the 
replacements only. This puts a strain on small business y requiring 
the issuing of extra dating, longer terms to offset the offers of the 
larger companies. This increases the accounts receivable total and 
increases the need of overall working capital to offset this portion of 
working capital now turning over slower. 

Big business in other industries also use their unlimited source of 
capital from Wall Street to better their competitive position. As, for 
example, Alcoa changed their terms from 7 days to 30 days for their 
fabricated products, squeezing their competitors not as able to adjust. 
Just the same as our competitors are using us. 

In addition to these extraordinary needs for increased working cap- 
ital, there is also the inflationary trend of this generation which year 
by year requires more working funds for the same unit sales. Nor 
can we expect our commercial bankers to extend to us more than 
normal seasonal capital requirements. The instability of small busi- 
ness does not warrant loans of a term long enough. Commercial bank- 
ers cannot give semipermanent relief for this problem. And speaking 
as a former banker, I know loans depend principally on working capi- 
tal of the firm, : and since there is more strain than ever on this capital, 
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bankers are careful not to extend more money than can be released by 
the firm to repay the loan periodically. 

Second, constant overhead increases have been impossible to avoid 
by any business today. To relieve the pressure of increased costs of 
personnel, rent, and all items of regular expense, shall business has 
the potential of dividing this cost over more units of sales so that 
their cost per unit need not go up. However, with the larger sales 
comes the greater needs for capital invested in productive facilities 
and for increased needs for inventory, accounts receivable, and other 
items of working capital. 

As an example, in the shoe business, the average profit nationally is 
less than 4 percent of sales. Let us assume a shoe manufacturer in- 
creased his sales by $1 million to offset the increased cost per pair of 
his overhead, and jet us assume his profit is about average at 4 percent 
or $40,000 on the increased sales. At the present tax structure of 52 
percent Federal and 4 percent California State, the firm retains 
$17,600. A total of $50,000 of production equipment and $125,000 
increase in working capital is required for the new sales, or a total of 
$175,000 in capital. This need of capital, 10 to 1 over the profits 
retained, does not permit us to keep up to our overhead, to say 
nothing of better ing our position. 

Thirdly, small corporations requiring capital for the above reasons 
or for starting out as a new enterprise can get permanent capital only 
if they can offer returns greater than could be obtained through 
normal channels of investment, to offset the greater risk involved, and 
the lesser marketability of the securities in question. ‘Therefore, for 
the same type of capital needs small business requires the potential 
of greater return than do larger companies 

As a matter of fact, exc ept as favors for ‘friends and relatives, there 
are at present only very small amounts of new money flowing to small- 
business corporations except from persons to create their own em- 
ployment. 

Incentive for new money will be great if relief from the surtax 
be increased. The small-business man of today also faces a serious 
reaction in not exerting himself beyond the $25,000 exemption. Mr. 
Forster is a hundred-percent right when he says, the businessman 
today, “How can I keep it down to $25,000?” This psychological 
handicap to small business cannot be overemphasized as a retardant to 
the progress of small businesses. 

When the relief from the surtax was originally set at $25,000 20 
years ago, money was much more valuable. ‘To create the same effect 
today, $75,000 to $100,000 exemption would be required now. The 
law has not kept up to the present inflationary conditions. 

Fourth, the small corporations to compete w ith the greater efficiency 
of volume operations is becoming increasingly difficult. More and 
more, necessity for growth of these companies seems the only com- 
petitive answer. Permitting growth by plowed-back profits will help 
in some industries more than others, but in all cases will mean greater 
efficiency, decreasing unit cost by natural growth, which will give a 
tremendous aid to our national economy and permit us to compete 
more equally with the countries of low labor costs. 

In summary, the national economy requires both big business and 
small to expand. Small corporations not having ready money and 
security markets available, as do large corporations, must obtain more 
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working capital, more plant facilities, and attract risk capital by 
plowed-back earnings. A retention of a greater percentage of profits 
for the small corporations is a “must.” 

The smallness of the exemption from surtax prevents sufficient ac- 
cumulation of working capital and prevents sufficient expansion to 
exist, and the present trend of large corporations buying up the small 
companies will accelerate so rapidly as to soon change our economy 
completely. It will kill, once and for all, the proper incentive to keep 
alive America’s famed and publicized tradition of free competition, 
and the land of opportunity will more and more become a land of 
stagnated industrial giants. 

Permission to pay only 30 percent on profits up to $200,000, on the 
other hand, will give the psychological and financial lift presently 
needed for small corporations to survive by retaining more profits 
for working capital and growing production facilities, and the restora- 
tion of incentive will create new and enlarged profits and enlarged 
taxes from these enlarged profits. The progress within the various 
industries will be greatly enhanced by the new fiow of capital to the 
ultimate benefit of all. 

I wish to thank you, gentlemen. 

Senator Kucue., It isa very thoughtful statement. 

Senator Goldwater, do you have any questions ? 

Senator GoLpwaATer. No; I do not have. I agree with you, Tom; 
it is a very thoughtful statement, I think, one of the best statements 
you have made in there as to the effect that all of this is having on the 
incentive, and particularly young people. 

I have done business with a number of shoe manufacturers in this 
town. I remember where they started, with a few dollars and a good 
idea. JT donot think they could do that today. 

Mr. Grisson. We are still in the same status. The particular com- 
pany I represent has a few more dollars than the others I represent. 
The Vogue Shoe Co. is the largest in town, but it is just a few dollars 
and an idea is about all, and the industry is faced with these large, 
national firms. We are competing with the large, national firms. 

We are not competing with each other here. We are competing 
with International, General, Brown, and these other companies that 
can put a shoe in our stores cheaper than we can. We would do it by 
ingenuity, and we are willing to do it by ingenuity, but we have a 
problem, taxwise. 

Senator Gorpwartrer. Do you not think the same problems that 
plague you smaller shoe manufacturers today will plague them to- 
morrow’ It is only a matter of time before the whole tax block 
catches up with all American businesses. 

Mr. Gipson. I do not think it is true with all businesses. The fact 
is that the small-business errors become much more important in small 
business than it does to International or some of these larger com- 
panies. They can work around their working-capital problems and 
their fixed investment problems much easier than small business can. 
They can get help from cemmercial banks, and they can do a lot of 
things that small business cannot do. 

Senator GotpwaTer. I agree with you, as of the moment, but what 
I am trying to bring out is, if we continue this high rate of taxation, 
which is confiscatory, in my opinion, created by unwarranted, high 
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Government spending, the time is going to come when all business in 
this country will find it difficult, if not impossible, to get money. 

Mr. Gisson. You are talking about the entire economy ? 

Senator Gotpwater. The fact that Vogue Shoe Co. finds it difficult 
today to go out and find capital, does it not mean that, in the coming 
days, Florsheim or some of the other large manufacturers might find 
it equally difficult to find capital ? 

Mr. Greson. I agree with that. I agree a hundred percent. 

Senator Gotpwatrer. The whole structure has to be attacked, even- 
tually. 

Mr. Gipson. I just feel that, as far as small business is concerned, 
the tax relief at the lower level, of course, would help the big business, 
but not correspondingly so. 

Senator Gotpwater. I agree with you. 

Mr. Gisson. And I only attacked this one phase of the nine points 
that were raised about possible tax adjustment because of the time 
element. I could talk about some of the other phases, too, but I figured 
on mentioning just one. 

Senator Gotpwater. That is all I have. 

Senator Kucuex. Congressman Roosevelt ? 

Mr. Roosrvett. Thank you, Senator. 

Mr. Gibson, I have much enjoyed your very thoughtful statement. 

Mr. Gigson. Most of the statement is a result of the work of your 
good friend, Mr. Seymour Fabrick, my president. 

Mr. Roosevext. I realize that. I am particularly interested in your 
proposal here, which is somewhat different from the graduated tax 
that was suggested by the other witnesses, because, to me, this makes 
for simplicity. It also eliminates some of the problems where you 
have the same tendency to have a number of corporations to keep 
down below, let us say, down to 50 if it is graduated up to that, whereas, 
if you set it at a figure such as 200,000, which would be a realistic 
figure for enough small business that you have made a simplified thing 
which will keep us from having again this splitup of small corpora- 
tions to avoid the payment of income taxes. 

Mr. Gigson. May I say, Mr. Roosevelt, that, talking with other busi- 
nessmen concerning the problem, one of the things that they told me 
to say to the committee was simplifying the tax laws. The tax at- 
torneys and the certified public accountants who will appear here 
might not feel that is important. But some businessmen, me may not 
be as large as our firm, cannot hire a person of trained background 
to advise them in tax matters, and they are frustrated by certain 
phases of the present law. And one reason why I proposed this pos- 
sible retention of greater profits rather than a graduated is for that 
reason. 

Mr. Rooseverr. One last thought which I would like your com- 
ment on. 

The Small Business Administration, of course, is set up for the pur- 
pose of making loans to small businesses, at least that is part of their 
purpose. And many of the complaints which come before the House 
committee are simply based upon the fact that it is impossible to 
qualify for that loan. 

Is not the basic reason just what you have set out here, that there is 
no point in having a Small Business Administration unless it is recog- 
nized that most of the applications for loans will not be in the true 
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sense of big business, simply short-term loans, they must be long- 
term loans up to the limit of, let us say, the 10 years which is in the 
present law, and that, therefore, to qualify, we must provide these 
small businesses with the ability to retain their earnings in order to 
pay off those loans. Otherwise the Small Business Administration 
really is not doing the job which Congress intended it to do. 

Mr. Ginson. W rell, commercial banks can pretty well take care of 
the short-term ph: ses of business, if the business has prospects. It is 
the longer terms that the banks, with tight money, cannot help a small- 
business man on loans tod: Ly. They just don’t have the funds with the 
rediscount situation that it is. They do not have the funds to tie up 
to help a small-business man over a long term, and as far as that is 
concerned, the building of working capits al, building it up the only 
way the company can build it up, is m: king the profits and keeping 
them. 

Senator Gorpwater. Yes, but if you were allowed, by the reduction 
in taxes, if you were allow ed not only to retain more money in the 
business, but also have a better profit picture, it would affect the 
availability of money. 

Mr. Gipson. That is absolutely right. We would be able to pay 
taxes more easily if we could first be given relief. 

Senator Gotpwater. We recognize that allowing a businessman to 
retain money in his business w ill release the strain on the money mark- 
ket and w ill, in effect, put more money in the money market where 
there is a great scarcity today. 

Mr. Ginson. That is right. 

Senator Gotpwarer. This taxation thing is eating at both ends. It 
is causing inflation, and it can cause deflation. And it is causing a 
loss of profit, and it is causing businesses to go out of business. 

Mr. Grsson. The inflation is causing need ‘for greater working capi- 

tal, and in causing your need for greater increases in sales to offset 
the increases in overhead; that is exactly right. 

Mr. Roosrvetr. Senator, I might comment on that for 1 minute. 

It is interesting to note in some other countries, particularly, I think, 
in England, the security markets similar to the big board or the 
American market here, have set up small investment facilities on a 
risk capital basis, due largely to the fact that the English law has 
exactly this kind of provision that allows for the retention of earn- 
ings of the small corporations. And I think much of the difficulty 
of raising capital for small business and creating—I know the stock 
market, their officials, and I think it is Mr. Funston who is the presi- 
dent of it, has indicated they are studying ways and means of creating 
an equity market for small business. But they are not going to cet 
anywhere until the tax structure will allow them to see there is a rea- 
sonable opportunity for that equity capital to be repaid and to make a 
decent rate. 

Senator Gotpwater. The only alternative to lack of money for any 
investment purposes is more inflation, so we should be interested not 
only from the standpoint of helping the small-business man and busi- 
nessmen of all sizes, but of helping the country. 

I think any way we can retain earned profits or earned money in 
any business, partnership, or corporation, or professional organiza- 
tion, we probably can more effectively stop inflation by that than by 
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any other means. Frankly, as a businessman, I see no other answer to 
the problem. 

Mr. Gieson. I think I really feel that smaller taxes on smaller busi- 
ness men will really create an influx of more profits and possibly to the 
full extent of paying more taxes than they pay now over a period of a 
very few years. 

Senator Gotpwarer. To support your argument, the tax cut of 1954, 
which was $7.4 billion, has been replaced by $7.8 or $7.9 billion. 

Senator Kucuet. Mr. Gibson, how many “employees does Vogue Shoe 
have? 

Mr. Gizson. About 500. 

Senator Kucuer. How old is your corporation ? 

Mr. Girson. We started—Mr. Fabrick, the founder of the company, 
started about 16 years ago. 

Senator Kucuet. I think I would classify you, if at all in the small- 
business category, as large small business. 

Nevertheless, you represent an important segment, and your type, 
your size, represents an important segment of the economy. 

Mr. Gipson. We are a small segment of the industry we compete 
with. If we were competing, sir, in the southern C alifornia area, and 
we were selling shoes in southern California, then I would agree with 
you. But where we are selling shoes in the same stores that Interna- 
tional is selling shoes, I do not. agree with you from a practical sense, 
maybe from a technical sense, yes; but from a practical sense, no. 

Senator Kucuev. I am thinking in terms of what this committee 
will have before the next year in deter mining its own recommendations 
in this field. 

But quite obviously, you represent a whole industry. You are 
supplying employment to 7 good many families in this area. You 
are important not only in California, but to the country as well, and 
I am prepared to concede that defining small business is fraught with 
many difficulties. And on the basis that you have suggested, I can 
understand the qualifie: tions of your agency. 

Thank you very much, sir. We are running a little behind, members 
of the committee. 

The next witness is Mr. Charles M. Ross, a certified public account- 
ant of Riverside, Calif. 

The Chair will make a part of the record a letter from Hon. Clyde 
Doyle, Member of Congress from California, who has been unavoid- 
ably detained from appearing here this morning. 

(The letter received from Representative Clyde Doyle is as follows.) 


EXHIBIT 9 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., September 16, 1957. 
UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
Los Angeles Calif. 

My Dear FRIEND: Your very cordial invitation to attend your committee 
hearings in Los Angeles was received by me at Washington, and I fully planned 
to be present personally and accept the invitation and hear the testimony. 

But I find I’m unable so to do. Please accept my appreciation for the invita- 
tion and my sincere regrets. 

Cordially, 
CLYDE DOYLE, 
Member of Congress. 
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STATEMENT OF CHARLES M. ROSS, CERTIFIED PUBLIC 
ACCOUNTANT, RIVERSIDE, CALIF. 


Mr. Ross. I am a certified public accountant, serving small busi- 
ness in an area covering over 6,000 square miles in inland southern 
California. 

Many of our clients have frequently voiced their complaints in 
regard to the serious consequences resulting from the heavy, unrea- 
sonable Federal income-tax burden on our Nation’s small business. 
I shall state here some of the basic problems, together with proposals 
for equitable relief. 

Competition in existing business areas, ventures in new areas, new 
inventions, new ideas, and exploration for and exploitation of our 
natural resources continue to attract risk capital which buys mate- 
rials and labor. Such new capital is vitally needed to help absorb 
the labor supply made available by continued innovations of labor- 
saving equipment and by the rapid population growth. 

However, incentive for risk ¢ ‘apital is discouraged and stifled by the 
income-tax structure. Too many investors feel that, despite reason- 
able success of the venture, the potential net return, after taxes, would 
not be commensurate with the degree of risk to be taken. Then there 
is another deterrent. Just the same as a normal child, a sound and 
healthy business must grow. Even if the business were successful, 
our present tax structure will unreasonably stunt the required growth. 
I have even seen a few businesses involuntarily forced into bankruptcy 
while making a profit because these ventures were unable to digest the 
growth and the taxes at the same time. 

A related problem plaguing the businessman involves the replac- 
ing of wornout or obsolete fixed assets at costs far in excess of the cost 
of the asset replaced. Add this problem to the taxload and the pains 
of growth, and the result is much stress and strain. 

In numerous instances involving small corporations the investor is 
looking forward to the year when all or some of the profits will be 
available in the form of ah to permit dividend distributions. Un- 
fortunately, far too many small growing businesses each year never 
seem to get any closer. ‘The investor tires of waiting, so he sells out 
to big business. Our tax structure has thus created the climate to 
make big business bigger and to remove the economically healthy 
competition of small business. 

A fair number of situations exist wherein cash is available for divi- 
dends. However, do not forget that dividends are paid from profits 
which are left over after payment of corporate taxes. Before the 
investors will permit their corporation to pay them a dividend, they 
are going to compute the estimated individual income taxes they will 
have to pay on such dividend. Too often the dividend is never de- 
clared because the total tax on both the corporation and the individual 
is unreasonably high and sometimes borders on being confiscatory. 

I have prepared tables illustrating the effect of double taxes at vari- 
ous levels of corporate income giving consideration to varying other 
income of the investor. But, unfortun: itely, time does not permit the 
discussion of the results. 

Senator Kucuen. They will be set forth in full as a part of the 
record. 
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(The tables illustrating the effect of double taxation are as follows :) 


ExnHrsit 10 


Illustrations showing effect of double taxation under existing tax structure 





Corporate | Corporate Federal tax 
profit before | ii. 
| Federal tax | 
Amount Average rate | 


_| available for 


| 
| Net amount 
| dividend 





Percent | 
$25, 000 $7, 500 | 30.0 $17, a0 
50, 000 20, 500 | 41. 0 | Bi 
100, 000 46, 500 46, 53. 300 
200, 000 98, 500 | 101, 500 








Individual tax on dividend Total of corporate and 
| individual tax 
Percent to 
Amount Average rate} Amount corporate 
| profit 





Based on individual having $10,000 of other taxable net 
income 


$5, $12, 866 | 
10, 826 | 36.7 31, 326 | 
24, 212 | 5.3 70, 712 | 
55, 934 55.1 | 154, 434 | 
| | 
| Based on individual having $25,000 of other taxable net 
income 


7,938 
14, 562 | 
29, 010 
62, 346 


Based on individual having $100,000 of other taxable net 
income 


(a) ae re eae 2, 35 70. 6 19, 854 79.4 
a eee Eatin are 21,156 | 71.7 41, 656 83.3 
(c) 39, 31 73. 5 85, 818 85.8 
Diet Aaeeneccunwcea nite eed as , 190 77 176, 690 88.3 


NOTE. —For t the purpose of these illustr stions, it Was ASSUT ed that the individual investor is married, 
has 1 child, and that the taxable net incom the resulting amount on a joint return after deducting 
personal exe mp tions, dependency credit and de ductic x 


Mr. Ross. What can be done to afford some semblance of relief to the 
smal] business corporation? ‘The solution isan obvious one. Normal 
growth of healthy business cannot be stifled any more than a parent 
can stop the growth of a child—not unless a businessman is prepared 
to do the asinine—tell a customer the merchandise cannot be delivered 
because business is too good. The corporation has absolutely no con- 
trol over inflation, so it will have to pay the higher price for the re- 
placement of fixed assets. This predicament leaves Federal income 
taxes as the only remaining avenue for relief. 
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The following is proposed as a possible new corporate tax schedule: 





Net profit Tax rate 





Percent 
FE ee eS oe Oe ee ak cant datas dhuadabttieds $25, 000 
PUES oetic ntndhine cy :bae dh iea ne ekeaiana annie Bene dae na eee ode a | 25, 000 30 
AS 5A SD. 1c acest ks caskadah can laiees cael dan abe o uae ied | 25, 000 40 
ae OE bk tet tctosob-hna wicined Sec nniainc Lainie tatoehinin aad heat Khaniaies yaaa iii 75, 000 52 


Such relief, as proposed here, will probably not result in a substan- 
tial loss of revenue, if any. Many small corporations which will have 
funds available for dividends, will then decide to pay such dividends 
because the double tax would then be a little less offensive. 

The individual income tax on dividends, which dividends otherwise 
would not have been declared, should go at least part of the way 
towards offsetting the revenue loss caused by the proposed reduction 
in corporate taxes. 

Such relief is healthier than a liberal lending policy of the Small 
Business Administration. Loans, unfortun: ately, must be repaid. 
When a projec ted loan is refused by banks, then, too often, the SBA 
is doing nothing more than deferring the d: ate of failure. I believe 
the SBA should be used primarily for finane ing disaster relief. 

In addition to the tax structure, there is yet another deterrent to 
the investor in a small-business corporation. Should the corporation 
make a profit, such profit would be taxed at ordinary rates, as dis- 
tinguished from capital gain rates. If the investor receives a divi- 
dend, the ordinary indiv idual tax rates would apply. But should the 
corporate stock become worthless because the venture failed, then such 
loss to the investor would be allowed only as a capital loss subject to 
the statutory capital loss limitations. 

Such inconsistent tax treatment is a major inequity in our tax laws. 
Peculiarly enough, worthless stock losses were fully deductible from 
ordinary income up to and including the year 1938. The unfavorable 
change started with the year 1939 when Congress was grasping for 
ways and means to increase taxes. 

And to add insult to injury, big business has an unfair advantage 
over small business in regard to this problem. When a cor poration 
owns at least 95 percent of the stock of another business cor poration, 
the parent corporation would get the benefit of a fully deductible, 
ordinary loss should the subsidiary stock become worthless. 

Another inequity between big and small business is the fact that the 
tax benefits of pension and profit-sharing plans are not available to 
the unincorporated individual or partner. Certain professions such 
as the practice of law, medicine and accountancy may not, by State 
law, incorporate. There appears to be no sound reason for granting 
the benefit exclusively to the corporate entity. It is recognized that 
extension of the benefits to individuals and partners would result in 
a loss of some revenue, but fair play would demand consistent treat- 
ment. 
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I would like to add one further little comment in regard to a com- 
ment made by Senator Goldwater this morning indicating that ap- 
proximately 12 percent of business only is incorporated. From my 
own observation, I believe that percentage would go up substantially 
if our corporate ‘tax structure were improved and ‘became more bene- 
ficial to the small-business man. 

Senator Kucuen. Thank you, very much, Mr. Ross. You have 
made some recommendations that I can tell you the committee con- 
curs with completely, and others which will be the subject of further 
study. 

Senator Humphrey, any questions ? 

Senator Humpurey. No, I was out, I regret to say. I was looking 
over the tables which the gentleman presented, and that is the kind 
of specific information which is alw: ays helpful to me. It gets away 
from the rhetoric and gets down to the arithmetic, and that “helps. 

Senator Kucuen. Senator Goldwater ¢ 

Senator Gotpwater. Nothing, Tom, except to comment on the 
suggestion which has been made that the benefits of profit-sharing 
plans be extended to partnerships. That, I think, has merit, and we 
ought to look into it. There is a very attractive plan offered to cor- 
porations. I think it is 15 percent of the profits before t: \xes, as long 
as it does not exceed 25 percent of payroll. I think that in equity, 
we could consider extension of that to partnerships. 

It is not always a source of capital, but it could conceivably be a 
source of capital if the trust thought the investments were proper. 
While today, some corporations use it that way, it is not the intent 
of the law, nevertheless, they do. And I would like to see us consider 
that when we sit down to discuss this whole problem. 

Senator Kucue.. Congressman Roosevelt ? 

Mr. Roosrvert. Thank you, Tommy. 

I was interested on page 4 of your statement where you suggested 
that SBA be used only for financing disaster relief. I think the 
figures show the loans by SBA have been paid back to an amazing 
extent. I think the loss is nil. 

So I do not think the statement today of involuntary bankruptcy 
is quite correct from the record, and I think it overlooks one point 
which is that, in many instances, the loan applied for by the bank is 
not eligible for the banking institutions because of the length of loan 
being required, and there being no other party in the economy today 
that will fill that needfor small business, would you not, perhaps, agree 
on reconsideration that the SBA did fill that need until some other 
condition transpired such as the committee is considering ? 

Mr. Ross. I could see limited use for commercial purposes. My 
only thought in making that observation was that if a bank did not see 
fit to consider it a bankable loan, then anybody else making the loan 
is entering a great risk area. 

Mr. Roosrveir. Except the bank is considering it not as a capital, 
because they are not allowed to do that. They are not permitted to 

varry those in their portfolio, and that is actually what the small- 
business man is asking for is a capital loan. When he is turned down 
at the bank, it is not necessarily a case that it is not a good loan. 

Mr. Ross. I agree with you there. 

Mr. Roosrvett. Thank you, sir. 

Senator Kucuen. Thank you, very much, Mr. Ross. 
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The next witness is Lawrence C. Lockley, dean of the School of 
Commerce of the University of California. 

It is good to have you here. Will you proceed ? 

Mr. Lockey. Yes, sir. 


STATEMENT OF LAWRENCE C. LOCKLEY, DEAN, SCHOOL OF COM- 
MERCE, UNIVERSITY OF SOUTHERN CALIFORNIA, LOS ANGELES, 
CALIF. 


Mr. Lockey. What I have to say, what I have written in these few 
pages, is relevant only on some definitions of small business. When 
we talked a few minutes ago about a firm of $7 million of sales, that 
firm, so far as I know, is within the top 5 percent of the commercial 
firms in this country, and while it may be competing continuously with 
larger firms, if we regard small business as those firms at a competitive 
disadv antage, we narrow big business down to a very small number, 
and we then bring ourselves to a consider ation, not of taxation or other 
advantages for small business, but for business as a whole. 

I should probably tell you that I spent some 12 years in marketing 
and research for the Curtis Publishing Co. and for the Du Pont com- 
pany. During those 12 years, it was my job to see what marketing 
conditions and needs were for firms all over the country, the majority 
of them being small business. So that, in my discussion, I have had 
some contact with small business as well as unsuccessfully having tried 
to run one. 

Senator Humpurey. You are going to be willing to give us some 
of your own ideas ¢ 

Mr. Lockey. Yes, sir. 

Senator Humpurey. On how we define small business? I think 
this is such a problem. We have been going through this. We just 
sort of talk about it and never are able to pinpoint it, as Senator Gold- 

water said earlier, either for purposes of tax structure or purposes of 
; ciaiifixation under Federal law. We have, so far as the Department 
of Defense is concerned; they draw up a particular specification. The 
Department of Commerce—and then you get into these unemployment 
compensation, social-security laws with the number of employees, and 
soon. Itis kind of confusing. 

Mr. Lockey. It is very confusing. If you take Mr. Gibson, the 
witness for the shoe industry here, representing a firm with $7.5 mil- 
lion of sales, that firm is only small by comparison with other large 
firms, and in that industry, I believe, no firm has as much as 10 percent 
of the total volume of, the total part of the market. So, in the think- 
ing that most of us have done, there is no dominant firm in that 
industry. 

Mr. Stutts. Do not the Big Four, Dean, produce well over 50 per- 
cent of the shoes in the country? They have their own tanning facili- 
ties, in addition. 

Mr. Locxiry. About 50 percent, sir, and yet they are in the neigh- 
borhood of 10 apiece, and the competition between them is considerable. 
It is not collusory. 

Mr. Sruurs. So you would feel, if you have a big worry abort No. 
5 or 6 or 7. 

Mr. Lockxiey. After my years working for the Du Pont company, 
I am certain of that. The Du Pont company, in the paint business, 
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was a very small factor. There were 4 or 5 firms consequentially 
larger, and yet in that business no firm is able to be dominant. 

If we are considering sadness of plight, then we are considering the 
relationship of a particular firm and its larger competitors. So we 
then come to a definition of small business for every trade, and in 
terms of legislation or taxation that is intolerable. 

Senator Kucuex. Of course, if the Congress, in setting up a Small 
Business Administration, or if the House of Representatives or the 
Senate creating these special committees, was to consider the problems 
of businesses quite dissimilar from Mr. Gibson’s 

Mr. Lockey. That is right. 

Senator Kucuen. I think it is good for this committee to have 
brought to its attention that comparative situation in which there are, 
I can see, disadvantages to a fairly large corporation employing 500 
people. 

Mr. Locktry. Senator, the history of disadvantages is great. 
Firms manufacturing for a national market on the Pacific coast have 
a great disadvantage that they must overcome, and some have done 
so. 

My general feeling is that we are dealing more with competence 
in management than we are dealing in size. 

As I have watched this, and I call your attention to the kind of 
study that has been done by Dun & Bradstreet a number of occasions 
in quite a few years, in which they have inquired of firms which 
have failed as to the cause of their faliure, and in over 90 percent 
of the cases, it was a shortage of working capital or a restriction on 
credit. 

They have simultaneously made a very careful inquiry among the 
customers and creditors of these firms, and the other inquiry turned 
up the conclusion that it was inadequacy of management. 

The larger firms that we are talking about, even the shoe companies 
here, are in a position to retain staff advisers of a high degree of com- 
petency. Some of the men who represent a small business today are 
men of really great acuity. The accountants who have been here are 
well prepared and are able to give accounting advice about as good 
as you can get, whether the advice is given by full-time staff em- 
ployees or by part-time, by consultants. 

I have Mr. Kaplan for the Brookings Institution—about 5 years 
ago wrote his rather monumental study of small business, and small 
business turned out, by his criteria, to be 95 percent of the com- 
mercial establishments in the country, and that comes to be a very 
difficult set of criteria. 

There are a group of firms that are very clearly recognizable 
as small business, the firms that emerge from the individual pro- 
prietor or partnership which used the few thousand dollars they 
have, the money they can borrow to launch their own businesses and 
get along or do not get along. Nobody doubts that those are small 
business. Nobody doubts that the Eastman Kodaks, the Du Ponts, 
the General Motors are large busines. 

Senator Kucner. How would you define small business, Dean, 
for the purpose of this committee ? 

Mr. Lockey. For the purposes of this committee, I would define 
small business as that business in the hands of individual proprietor- 
ships without the ability to—without acquiring staff assistants. 
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Senator Kucuen. Do you mean by that definition to exclude any 
corporation, no matter how small it might be # 

Mr. Locktry. No,sir;I donot. My criteria, it seems to me, are the 
segregating of those people who, by themselves, are trying to. become 
enterprisers. { 

Senator Kucuet. But if your sole reason for determining whether 
a business is small or not is whether or not it is in a position to exercise 
its functions with the advisory help of experts, you are going to rule 
out some incompetent businesses which just may not—— 

Mr. Lockey. I am sure so. 

Mr. Srutts. You might also include the Ford Motor Co. in its 
formative years. 

Mr. Lockey. [ am sure so. 

Mr. Struts. Where the late Henry Ford said, “I would never have a 
staff assistant.” 

Mr. Lockey. That is right, and at one time, Ford was called Crazy 
Henry and nearly went into bankruptcy. 

Mr. Sruurs. He ended up leaving a good estate. 

Mr. Locktry. That is right. 

Senator Kucner. Well, first of all, your statement will be placed in 
the record completely. 

Mr. Lockey. Yes. . 


(The statement of Lawrence C. Lockley, dean, School of Commerce, 
University of Southern California, is as follows :) 


COMMENTS ON THE POSSIBILITY OF AIDING SMALL BUSINESS 


Lawrence C. Lockley, dean, School of Commerce, University of Southern 
California 


In the day-to-day competition of the open market, the small-business firm is 
under no disadvantage which requires preferential treatment from the stand- 
point of taxation or credit facilities. Larger establishments may have some 
advantage in purchasing, in obtaining superior locations, and in sales-promo- 
tonal budgeting. On the other hand, small businesses are more flexible. They 
are more directly under the eye of their proprietors, and can adjust or adapt their 
services more specifically and more personally to the needs and whims of their 
customers. In terms of percentage of net profit, the small establishment can 
prove superior to the large firm, which is necessarily more cumbersome, more 
bureaucratic, and less responsive to customer attitudes. 

Thus, legislation which gives small firms, under normal conditions, cheap access 
to capital funds, or gives them price protection in competition, or gives them 
unusual tax advantages seems to lead to a waste of public and private funds. 
Such tactics may be a form of holding an umbrella over incompetency, and a 
form of increasing the general cost of doing business, to the detriment of the 
American consumer. 

On the other hand, the small-business man suffers under two specific disad- 
vantages. 

The first of these is a general lack of business sophistication. He is less well 
informed concerning business methods and business conditions than is the man- 
agement of a large firm with a staff of consultants at its disposal. Methods of 
accounting, methods of advertising and selling, methods of manufacturing 
these and other skills which have been the result of graduate study and analytie 
experience as well as of high-level experience, are available to large firms and 
rarely available to small firms. The Small Business Administration has made 
every effort to feed informational pamphlets to proprietors of small businesses. 
This policy has, indeed, been an excellent one, but it does not go deep enough. 
Short-term courses on various of the problems that small-business men have 
difficulty with will add greatly to the program as now carried out. If it were 
possible to add a consulting service like the county-agent service worked out in 
the Department of Agriculture, much could be done to bring the small-business 
group up to more profitable methods of operation. 
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Such programs, from time to time carried on at a local level, have not met 
with enthusiastic reception. Considerable promotion would have to be put 
behind the program. Yet it is precisely the small-business group which has not 
been able or willing to take advantage of the offerings of the schools of business 
throughout the Nation. (Our business progress seems closely linked to the 
availability of business instruction. A consequential proportion of the schools 
of business were established immediately after the First World War—just at 
the time the need for growth was apparent in business. Although the schools 
of business did not plant the seed of growth in size in our economy, they had 
much to do with the introduction of methods and techniques which made it 
possible for management to administer their growing firms.) It is probable 
that no permanent solution to the problem of the small business will be found 
until we are able to provide much the same schooling in business for small- 
business proprietors that we have provided for the management group of larger 
business establishments. 

The second specific disadvantage under which small business labors is that 
it tends to commit its capital irrevocably when it establishes new firms. Around 
every construction site and around every military establishment there have 
clusterec a group of small businesses—restaurants, amusement establishments, 
laundries, and cleaning and dyeing establishments, foodstores, ete. Typically, 
into each of these newly established businesses, the proprietor has put all the 
capital he had saved and all he could borrow. Yet it has been self-evident 
that the business opportunities in such locations are transient. Even the larger 
dams are completed in a short number of years. With changes in military 
appropriations and technology, the continued existence of military camps and 
locations is not to be expected. Yet the small operators who have rushed to 
fill the vacuum in business opportunity have committed their total assets. When 
the foreseeable changes have occurred, these people are left without the hope 
of survival, and with a very slight possibility of recovery of assets. 

Now tax relief or easy credit will not help this situation. All such helps 
would accomplish would be to encourage still more people to jump into the same 
predicament. 

Not until a larger proportion of proprietors of small business have had the 
Same educational and training advantages—so freely supplied in most of the 
States—that management in the larger firms has had the advantage of can we 
expect a permanent solution to the problem of immobility of capital assets in 
the face of changing market conditions. In the meantime, the availability of 
short-term clinics for those planning to start new businesses, if such clinics are 
adequately promoted, will help the situation considerably. 

Now small-business men often fail to take advantage of such helps as are 
already available to them. This failure is due to lack of knowledge more than 
it is to a desire to incur risk. Many small firms pay out more than they need 
to in taxes because they have never informed themselves of the relative tax 
advantages of, say, partnerships and corporations. These and many more 
problems could be discussed and largely cured by short-term clinics. 

The attempt to prevent the small-business man from suffering from his ignor- 
ances and follies is, I believe, unwise, because it encourages inefficient business 
operation. The cause of any difficulties is not in the nature of smallness of 
business, but in the lack of knowledge of small-business men. If we can work 
to increase the economic and commercial knowledge of the small-business man, 
his problems will, very probably, be solved, though it may be that he will not 
remain a small-business man. 


Senator Kucueut. We have made several recommendations. You 
have seen a copy of some of them. 


Mr. Lockey. Yes. 

Senator Kucner. For example, the treatment which might be af- 
forded to small partnerships under the internal-revenue laws, and, 
to that extent, taking advantage of the tax laws benefiting corpora- 
tions, and vice versa. You heard here this morning some comment on 
the discussion revolving around permitting estate taxes to be paid 
over a period of time. 

Mr. Lockey. Yes, sir. 

Senator Kucuen. And there has been some allusion to—which, I 
think, is important to our own local economy—the small manufac- 
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turing plant which is interested in rapid writeoff for the purchase of 
used, as distinguished from new, machines. 

Mr. Locktey. Thatisr ight, sir. 

Senator Kucnen. Can you indicate, Dean, on the basis of your own 
background, do you concur in those recommendations as a basis for 
legislation ¢ 

Mr. Lockey. I concur in those recommendations when they are not 
discriminatory in favor of small business, and I hope you will realize 
I am not setting myself up as a critic of small business. The bringing 
down of the scale of the corporate income-tax bite, starting with a 
smaller amount at 25 percent, with a graduated rise, I should find very 
persuasive. The more rapid writeoff for machine tools and other 
equipment, when a small business buys them, should be very per- 
suasive. 

I would regret a set of stipulations which does not ease along 
with business as it goes. I should be very regretful of a set of criteria 
which segregates small business into a pen out of which it must some- 
day hope to become larger. The principle of growth, I think, must 
not be impeded. 

I am not quite as bothered by this great psychological bogy of try- 
ing not to earn more than $25,000 on a small corporation. That is 
for the people who might earn $26,000; not the people who might 
earn $35,000. 

Senator Humpurey. Dean? 

Mr. Locktry. Yes, sir. 

Senator Humpurey. One of the other witnesses, I believe it was 
Mr. Ross, the gentleman who just preceded you 

Mr. Lockxiey. Yes, from Riverside. 

Senator Humpnurey. Laid before us the relief for small corpora- 
tions and he had this graduated scale, 25 percent on the first 25, 30 
percent on the next 25, and the others. That, of course, would apply 
to big or little corporations. 

Mr. Locxtey. That is right. 

Senator Humpurey. And that kind of a schedule does not set up 
discriminatory features. 

Mr. Locxtry. That is right. I should be in favor of such a sched- 
ule, the exact amount, I am sure always being a matter of compro- 
mise. 

Senator Humpnrey. That is right. 

Senator Kucwer. And with some regard to the exigencies in 
which our people and our Government find themselves. 

Mr. Locktey. That is right. I should like to say that the plight 
of small business as it faces inflation is not confined to small business. 
This committee cannot recommend legislation which will repeal 
inflation. 

Senator Kucuen. Too bad. 

Mr. Locxtry. Yes. 

Senator Humpnrey. No; but you can design legislation which will 
make it possible for entrepreneurs to be able to sort of roll with the 
punch. 

One of the problems for inflation for a small-business man, he does 
not just have enough cushion to take it. Inflation is bad primarily 
on the small-business man from what I see, and related almost di- 
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rectly to the amount of reserve strength that he has to take the blow 
which falls upon him. 

I have been interested in a little business, too, Dean, and I have 
seen chemicals for example, going on up, and we cannot pass it on to 
the customer. 

Mr. Locxtey. That is right. 

Senator Humpnrey. We just get stuck. This is the problem. Gen- 
eral Motors can add a few dollars on their car, but if you are running 
a corner drugstore, and the people are accustomed to paying a price, 
you are going to have a long, tough deal to go out and tell them, “I 
am sorry, epsom salts just w vent up, and we have got to increase it.” 
What you do is just absorb it. 

Mr. Lockey. That is right, but the few dollars General Motors 
and others firms added this year brings about right now an 800,000 
inventory of used cars on the verge of the introduction of new 
models. 

Senator Humpurey. Then may I just add there one of the problems 
on used cars is that you can finance a new car a whole lot easier than 
you can finance a used car. 

Mr. Lockey. That is right. 

Senator Humpurey. I have worked with used car dealers, and they 
are stuck. They are selling new cars to people at 36 months to pay. 

Mr. eset That is right. 

Senator Humrpurey. But when you get a used car that may be 
almost as good as a new one, you cannot vet that kind of terms. 

Mr. Locxiry. That is right. The thing, Senator, I always wish 
we can do is make available to the smaller business man a greater de- 
gree of information. I have a great deal of admiration for what the 
Small Business Administration is doing. I would like to see this 
committee amplify, reeommend amplifying that. Many of the plights 
of the small-business mun that he finds himself in are the result more 
of lack of foresight than they are just the malevolence of fate. The 
small-business man who takes an undue risk would not have taken it 
had he had a little more counsel. 

If we could by any means improve the coverage of the offices of the 
Department of Commerce through the country, that they could give 
some kind of the same consultation that county agents have given 
farmers, I think we would do the most constructive thing we could 
for the small-business man. 

Right now, we talk often about “bailing them out of their troubles.” 
IT would—I do not object to that, sir. I think it may have to be done. 
I would like to help them avoid getting into the troubles. 

Senator Kucnen. Senator Goldwater. 

Senator GOLDWATER. Dean, along the lines of the discussion that 
has been going on, and in view of the fact you have done a lot of re- 
search in this field, is there anything unusual about a high rate of 
bankruptcy during a period of genet rally good business? x 

Mr. Locxiey. We have not had a high rate of bankruptcy, Senator. 
The base is so small that the percentage changes may look big. We 
have had a remarkably high degree of stability. 

Also, we have had for a long time, we have expected small food 
stores before the coming of supermarkets, to have a life of 7 years, 
or rather for the trade to have a rate of failure of about 14 percent, 
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not because grocery stores cannot be run profitably, but because there 
was a resource of people who could not find other occupations. 

I feel that our rate of failure is so much more favorable than it was 
before. I call your attention to our years of great prosperity in the 
1920’s. I exclude the years of the depression when the situation was 
anything but normal, but during the 1920’s we had a higher rate of 
failure in most trades than we have now. 

Senator Humprurey. May I just interpose there, Dean 

Mr. Lockey. Yes, sir. 

Senator Humreurey. This period has always been one of interest 
to me, and of sadness. Of course, we had a lot of failures. There 
was not a bank left in my State in 1926 and everybody was talking 
about it being prosperous. I just fundamentally disagree with any 
statement anybody makes about prosperity in the twenties. There 
just was not any. There may have been some on top, but there was 
hardly one bank left in the State of South Dakota. I remember my 
father losing $14,000 one morning. To us that was quite a lot of 
money. 

Mr. Lockey. Sir, I did not have $14,000, but what I had, I lost. 

Senator Humpnrey. He was in business, and this was a shock to 
our whole business structure. So, when you talk about rate of fail- 
ure, it seems to me that is a pretty bad period. 

Mr. Locxtry. Well, even so, nationally, there were areas where 
there was a high degree of prosperity in that period. 

The prosperity or lack of it was highly spotty. As we have im- 
proved our financial controls, we have greatly unified the country, 
and you would expect now to find much more nearly the same condi- 
tions one place as another. 

Senator Humrpnrey. Right. 

Mr. Locxiey. The ae thing that you will find now is the reac- 
tion to the movement of large Government expenditures, as with 
military establishments, or guided missile contracts, or what you will, 
and there you will have short, sharp local recession. 

Senator GotpwaTer. Let me pursue this just a moment. 

Mr. Lockey. Yes, sir. 

Senator GortpwaTer. You have answered the other part of the 
question I was going to ask. Just for your interest, I was going to 
try to get you to correlate, if you cared to, the increasing rate of 
bankruptcy even though I agree with you it is not alarming. 

Mr. Lockey. Yes. 

Senator Gotpwater. The increasing rate of bankruptcy and the 
increasing interest rates because we went through the same phenom- 
enon in the period before 1929. 

Mr. Locktey. That is right. 

Senator Gorpwater. Do you find any cause for worry because of 
the similarity ? 

Mr. Lockey. I was reading this morning, Senator, the report of 
the Security F irst National Bank showing a continued rate of em- 
ployment and an increasing level of business during a period of 
several major cutbacks. 

I have not the faintest idea how far this curtailment of money, this 
tightness of money is going to go. 
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We are hopefully—there is no question about the fact that we are 
in an inflationary trend of long period, and will continue to be, and 
our object is not to stop inflation but to decrease its extent. 

Senator Gotpwarer. Decrease its velocity ? 

Mr. Lockey. All right. 

I have not the faintest we whether we are going to go too far 
in our tight-money policy. I do not know any body who can tell you. 
We are dealing now with new controls that we have not previously 
experimented with. We are doing it courageously, and I watch with 
a great deal of interest, with some ‘apprehension. 

Senator Gotpwarer. There is one more question. I think this will 
be important in our considerations. 

Back in the troubled times of 1929, I use my own business as an 
example 

Mr. Locktey. Yes. 

Senator Gotpwater. We went through a period there in Arizona 
of about 41 years with no profit. 

Mr. Lockey. That is right. 

Senator Gorpwater. With sales that if my memory serves me cor- 
rectly, went down 40 percent. 

Mr. Locxtey. Senator, let me remind you that 4 years before 1929, 
we had the signs available to us. 

Senator Gotpwater. I know that. I was not getting into a de- 
pression. 

Mr. Locxury. Yes. 

Senator Gotpwater. What I am trying to get across is this, that in 
my business, which was small at the time, we were able to weather 
that 414 years because we had been allowed, through more sensible 
tax laws that existed at that time, to accumulate money just for that 
purpose. 

Mr. Lockuey. Yes. 

Senator Gotpwater. Now, we estimate today, with a greatly en- 
larged business, that we probably could not survive m year of a 15 
percent or possibly 20 percent reduction in sales; (1) because of the 
very great change that has taken place in the profit ae in the 
retail business ; and (2) because we have not been able to retain any 
capital to cushion back on. 

Mr. Lockury. Yes. 

Senator GotpwatTer. Have you made any estimates on the life ex- 
pectancy of, say, the retail business in a setback of, let us take 20 
percent reduction in sales 

Mr. Lockury. No, sir; I have not. I do not know how to make 
such estimates. 

Senator Gotpwarter. I was going to ask you that. If you had, in 
your investigations, ever come upon a way to make such an estimate. 

Mr. Lockxtery. No. 

Senator Gorpwater. Have you found any evidence of concern over 
it among the businessmen ? 

Mr. Locktey. Among retailers, not much. Among manufacturers, 
a considerable amount. 

Senator Gotpwater. Do you not believe that is a factor that should 
be considered when we talk about the advisability of producing— 

Mr. Lockey. Inevitably, Senator, because margins have been nar- 
rowing steadily, we cannot sell, we cannot get from the public an 
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increasingly high price for many of our commodities, and yet the 
costs of labor and materials are going up, and we have a pinching 
of the margin at which—I am not talking about the profits, I am 
talking about the margin which encompasses the whole working cap- 
ital structure. 

Senator Gotpwater. The gross profit? 

Mr. Locxiry. Yes. 

We are pinching that for all kinds of business. That is one of the 
results of our tax structure which I think nobody supports in toto, 
and everybody supports where he thinks it helps him. 

Senator Gotpwater. That is all I have. Thank you, very much. 

Senator Kucue.t. Congressman Roosevelt. 

Mr. Roosrvetr. Mr. Chairman, I do not have any particular ques- 
tions except I would like to endorse the suggestion which the dean 
made with respect to setting up services, consulting services, such as 
the Department of Agriculture has, in that field. 1 would like to say 
I think the SBA has done as good a job as it can under the circum- 
stances, but it certainly could be improved and particularly, I think, 
the greatest need is to have the small-business man made aware 

Mr. Locktey. That is right. 

Mr. Roosrver (continuing). Of where these things can be had. 

Mr. Lockey. That is right. 

Mr. Roosevetr. That would seem to me to be the greatest difficulty 
there, because if you create them without knowing how he could use 
them, it is not much help. 

Mr. Lockey. I agree with you. 

Mr. Roosrveur. 1 am particularly interested in the dean’s analysis 
of prosperity, because to me prosperity is a word which we throw 
around rather loosely. You can be prosperous with a lot of people 
working, but if they are not making anything, nobody is very pros- 
perous, 1s that correct ? 

Mr. Looxtey. That is right. 

Mr. Roosrvetr. And it would seem to me that the tight-money situa- 
tion, and with respect to small business in particular, is serious to the 
extent that it would prevent the small-business men from getting 
the capital available to him, whereas the larger business would not 
have it to the same degree. 

Mr. Lockey. Mr. Roosevelt, would you let me modify that to say 
that it is most serious in those firms with the higher labor cost? In 
the chemical industry, where labor cost is low 

Mr. Roosrvetr. Or electronics ¢ 

Mr. Locktey. Or in electronics. 

Mr. Roosevetr. In our area particularly. 

Mr. Locxury. It is a lesser factor. 

Mr. Roosevetr. Right. 

Senator Humpurey. Dean, at that point, then, would it not be 
advisable to have credit made available at rather reasonable terms to 
those industries to modernize the capital tools that might reduce those 
labor costs? I—this is not an original thought with me—I have talked 
to businessmen in my State who say they are just faced with the very 
fact of increased overhead. 

Mr. Lockey. Yes. 

Senator Humpurey. And that the inflation that you are talking 
about is not an inflation due to shortage of supply. It is not the 
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classical type of inflation. It is an inflation which is due to, some 
people say, administered prices, or whatever the reason is, it is an 
inflation due to price, and the price is primarily of an overhead factor 
that keeps propelling the price upward. 

Mr. Locktey. Yes. 

Senator Humpurey. Therefore, the argument being that, or the 
thesis being, of those who ask for more availability of credit at lower 
rates of interest, that, “If you give us the money to modernize the 
equipment, thereby being able, possibly, to reduce labor costs, we 
can then be able to reduce overhead and subsequently put a brake on 
inflationary pressures.” Now, that is their argument. What is your 
feeling on that ? 

Mr. Locxtey. If, Senator, you could find a method of determining, 
before the loan is made, the validity of the point of view of the business- 
man, that is the question of belling the cat, you know. It is not easy to 
do. 

Senator Humpurey. You run into this problem. I do not want to 

rolong this discussion, but we respect your views so much, Dean, and 
Teel underscore what you said, and join with Congressman Roose- 
velt about the importance of these services, which I think could be 
much more extensive and helpful. We have proven it in other areas; 
as you said, the agricultural area. 

Mr. Lockey. Yes. 

Senator Humpurey. My feeling is that a large concern has, while 
it may have some disadvantages in the sense of not the intensity with 
the clientele or the trade, whatever the disadvantage of that mass move- 
ment of people we have today, it has a great advantage; it is just plain 
better credit risk. 

Mr. Lockey. That is right. 

Senator Humpurey. I mean when they go into a bank the banker 
just takes a look at them and says, “You are bigger than the other 
fellow.” There is just so much money made available under monetary 
and fiscal policy, and they let the big ones have it, and this little 
guy is squeezed no matter what happens. 

Mr. Locxtry. May I answer this with an analogy? A county agent 
working out of Mankato comes to a bank or a farm-loan organization 
to say this particular type of machine will improve agricultural con- 
ditions in this valley. He will get a great deal of hearing. If we 
could have the same kind of screening, the same kind of screening of 
equipment that the county agents can give for small business, then, sir, 
I would endorse what you say without qualification. 

Senator Humrurey. All of us, as Members of Congress, get a good 
deal of information from our constituents. I remember a case of a 
constituent within the month, of a man who came to me. He had 
been in business for 25 years, and he had a good busines. In order 
to stay in business, the poultry business, he had to modernize his 
plant; he had no choice, because one of the big outfits was coming in 
and buying up the poultry. They had nothing but money. They had 

lenty of it. They had the finest equipment. This fellow went broke. 
He could not get the loan. When I say he went broke, he is going 
broke. He issimply losing his business. 

What are we going to do about that? Here is a man, this is a whole 
family, that has been a part of a growing community, and they have 
done well. They have contributed to everything in the community. 
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They have been taxpayers; their boys have gone to war. They have 
been in the Red Cross and done everything in the world, and all of 
a sudden they see it going away and cannot do anything about it. 
Why? Because they cannot modernize. 

Mr. Locxtry. If he was one of the large business organizations, he 
would more likely have foreseen this. We come back again—I do not 
like to push this point, but we come back again to the great value of 
advice. If this man had been given more advice earlier, it is en- 
tirely possible he would be in a less precarious position now and would 
find getting additional capital easier. He is now one man against the 
world. 

Senator Humrurey. Well, let us put it this way. He is one man 
in a family against a very substantial number of stockholders, and a 
company that can go on out and get money hither and yon, and he 
cannot. 

Mr. Lockey. That is right. 

Mr. Sruurs. And, over the last 16 years, certainly his best years 
have been those under excess-profits tax, and 52 percent is about the 
cheapest, or the lowest, tax he has had to pay, leaving him little with 
which to buy this new machinery. 

Mr. Lockey. That is right. 

Mr. Srutts. Now, Mr. Gibson’s point was an important one, I think, 
that, to cover overhead, his company, let us say, would have to in- 
crease sales a million dollars. This would bring him a profit of some 
$17,000, for which he would have to increase $175,000 of capital. 

Mr. Lockey. Yes. 

Mr. Srutts. Well, this foresight and advice is nifty, but advice and 
foresight will not help him, it seems to me, Dean. He needs $175,000 
to make $17,000 a year, which is not very smart. 

_Mr. Locxtry. He is confronted at the moment with an ultimate of 
circumstances. Had he foreseen that, I would hope he could have 
had more provision than confronted him at this moment with the 
ultimate of circumstances. 

Senator Humpnurey. I think there is validity in the fact of advance 
foresight and planning. 

Mr. Lockey. It would help. 

Senator Humpnrey. That is right. 

Mr. Locktey. By itself, sir, it is not enough, but it is a very good 
foundation. " 

Senator Humpnrey. I will not bear the point out any longer. I just 
feel this need of capital makes this advice more than theoretical. 

Mr. Lockey. It does. On that, I am completely with you. 

Senator Humpurey. O.K. 

Senator Kucner. Are there any more questions? If not, thank you 
very, very much, Dean. 

Mr. Locxiry. Thank you, sir. 

Senator Kucuer. You have given us some stimulating comments, 
and we appreciate your attendance. 

Mr. Locxiry. Thank you. 

Senator Kucuen. We are running a little late, but if there is no 
objection, we will continue on and listen to those who have been 
scheduled to testify this morning. 

The next witness will be Mr. M. W. Cardwell, of the Hanford 
Foundry Co. in San Bernardino. 
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STATEMENT OF MAURICE W. CARDWELL, SECRETARY-TREASURER, 
HANFORD FOUNDRY CO, SAN BERNARDINO, CALIF. 


Mr. Carpwe ut. I am an officer of Hanford Foundry Co., which is 
engaged in the manufacture of steel and alloy-steel castings in San 
Bernardino. We have been asked 

Senator KucureL. How many employees do you have? 

Mr. Carpweti. About 340. 

Senator Kucue.. How long have you been in business? 

Mr. Carpwetu. Well, the company is operating on premises where 
the foundry business was started in 1892. Naturally, it has changed 
hands a few times, and changed from one product to another, and 
that is one of the problems in this changing economy—to keep up 
with the changes. 

Senator Kucuew. Yes, sir. 

Mr. Carpwety. That means equipment and so forth. 

Senator Kucuet. Yes, sir. 

Mr. Carpwety. We have been asked to eliminate background, and 
I have gone through my notes here in my statement and eliminated 
it. 

Senator Kucuer. Your statement will be incorporated in full in 
the record, Mr. Cardwell, if you will give us the highlights. 

Mr. Carpwetx. So, what I have to say, as one of the witnesses men- 
tioned, he talks of the plight, and I think the plight is the result of 
forces other than the laws of supply and demand. I will have to 
read some sections of my statement in order to carry through my 
thought. 

The current trend of merging of business organizations appears to 
be the result of the need for protection. The owners or operators 
of big business are seeking protection through spreading business 
risks into a variety of lines of endeavor and the owners of small busi- 
ness are seeking protection for their business continuity and the liquid- 
ity of their personal estates from the forces of inflation, the squeeze of 
profit margins, demands by labor, and high taxation. 

It appears that there is a tendency for operations of business en- 
terprises to be controlled by two major forces—the professional busi- 
ness manager or operator and the labor organizers and representa- 
tives. In the middle is the investor furnishing the capital at risk and 
the Federal Government regulating the enterprise through taxation 
and other legislation. 

The question has been raised as to whether the Federal tax struc- 
ture has any effect on small business different from that on other 
segments of the economy. In my opinion the answer is “Yes.” It 
must be said here that our tax rates are high. 

For this discussion, Federal tax structure includes income taxes, 
estate taxes, et cetera. The term “small business” is assumed to repre- 
sent organizations having employment of 500 persons or less and may 
take the form of a corporation, a partnership, or sole proprietorship. 

The principal reasons for the above affirmative answer are the effects 
of high tax rates and the influence of power enjoyed by larger enter- 
prises, small business possibly being in a relatively inferior position 
in financial and labor relations. 
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Small-business enterprises should be permitted to accumulate work- 
ing capital from earnings as cushion against possible adversities and 
for business growth. 

Organizations out of the range of small business generally have bet- 
ter opportunities for equity financing than those in small business. In 
periods of adversity, such larger businesses generally are more likely 
to obtain temporary finance ial assistance for operating capital from 
lending institutions. 

Without adequate financial reserves, small business generally is in 
no position to sustain operating losses resulting from shutdowns from 
strikes, and so forth. Consequently, it is forced to follow patterns 
established in the larger organizations. 

In the forming of a small business, capital must be contributed 
for development of operating facilities and for working capital. Such 
capital may be contributed by one or more persons or organizations. 
In the early stages of development of the enterprise, it is expected 
that the return from operations may be low in relation to capital in- 
vested. This is particularly true in the case of a manufacturing 
enterprise. In small business, difficulty may be experienced in off- 
setting possible losses against income. At this point, it should be 
mentioned that income taxation does not take into consideration the 
nature of the business, as to whether it be manufacturing, trading, 
service, and so forth. 

Low earnings to an organization having proportionately high in- 
vestment in operating facilities may place such an enterprise in a more 
adverse position than another type of organization. 

Relief in such development stages could be provided through a 
graduated scale of taxes applying ‘to a graduated scale of earnings; 
also, consideration could be given to exemption from normal tax, as 
to which no tax would be assessed, as is the case of personal income 
taxation. 

Such tax provisions would increase retained earnings as compared 
with present taxation which would encourage risk- “capital invest- 
ment. Furthermore, such provisions would also encourage invest- 
ment by the enterprise in operating facilities. This most likely would 
mean expansion, requiring added employment with attending ex- 
panded earnings. Such added earnings would provide additional tax 
revenue. 

Up to this point, reference has been in connection with income tax- 
ation only. Death taxes have a material bearing on financial policies 
of small business. 

Section 303 of the Internal Revenue Code provides some relief in 
the case of closely held corporations. However, without opportunity 
to build excessive working capital from earnings, such closely held 
corporations may not have funds to buy stock of deceased officer- 
stockholders to relieve the estate of financial obligations with respect 
to death taxes. 

Over the years, corporations have taken out insurance on the lives 
of officers. “Proceeds of such insurance have been used by the cor- 
porations to buy stock of deceased officer-stockholders. Current deci- 
sions of district courts and the Tax Court would indicate a trend to 

violate the single entity of the corporation and assess to the individ- 
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ual officers an income tax on the premiums paid by the corporation 
on such life insurance. 

The tax structure sets up blocks in our economy which include the 
following: 

1. Tends to depress incentives. The investor seeks tax-free income 

State and municipal government bonds) or income at minimum tax 
nee et investments; also investments benefiting from depletion, 
depreciation, or amortization tax deductions). Such maneuvering 
tends to hold down activity in the economy, thus minimizing taxable 
revenue. High personal income taxes tend to discourage maximum 
abilities of individuals. 

2. Prevents growth of business through squeeze on working capital 
and limitations of development of operating facilities. Timely ac- 
quisition of facilities to meet changes in processes and materials may 
be prevented. Tends to prevent elimination of inefficiencies in plant 
operations in meeting rapid rise of costs. 

3. Prevents adequate return to stockholders, particularly where 
funds are needed for working capital and plant development. 

4. Financing through as institutions can be adversely in- 
fluenced, thereby further limiting working capital in an endeavor 
to obtain full use of plant facilities. 

5. Maximum employment cannot be obtained in the face of blocks 
mentioned above. 

6. Possibility of providing for perpetuity of the business enter- 
prise is ited, 

7. Inability to provide for perpetuity may be cause for forced 
liquidation. 

Small business would obtain some relief from these blocks by lower- 
ing the high rates of taxation, both as to income taxes and death taxes. 
Also consideration should be given to providing schedules of specific 
exemptions from income taxes. 

While this statement is being made in connection with small busi- 
ness, it is not to be construed as a plea for class distinction, only for 
some protection for the growth and perpetuity of business enterprises. 

I would like to add in discussing with some of my friends this situa- 
tion, that one recommendation was for a 5-year moving average of tax- 
able income. That was something that I just throw in today because 
T have not heard it up to now. 

Senator Kucuet. You are not talking about that in reference to 
small business but tax law generally ? . 

Mr. Carpwe.u. Well, possibly. 

Mr. Stvxts. In addition to having the carryback and carryforward 
of losses, you would also allow it for profit fluctuations ? 

Mr. CarpweELL. Yes, sir; just take the 5-year average. 

Mr. Stuxts. Allow that average? 

Mr. Carpwetx. Yes, sir; allow a moving 5-year average. I think 
that would complete my statement. : 

Senator Kucner. Thank you very much, Mr. Cardwell. You have 
made some helpful comments to the committee, and I appreciate it, 
and the committee appreciates your being here. 

Mr. Carpwe.u. Thank you. 

Senator Kucnex. The next witness is Mr. Jack E. Clifford of the 
Vernon Lightning Blueprint, Inc., of Los Angeles. 
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STATEMENT OF JACK E. CLIFFORD, VERNON LIGHTNING 
BLUEPRINT, INC., LOS ANGELES, CALIF. 


Mr. Crirrorp. I am a little confused at the present time as to 
whether we are a member of small business or not, but I think we 
are, and I think the whole industry, the blueprint industry, is a serv- 
ice business, and it primarily deals with how fast you can make blue- 
prints or other types of prints. 

Senator Kucne.. How many employees do you have? 

Mr. Cuirrorp. Seventy-five Geeglanoen. In this city, I would say 
we range about the fourth or fifth largest, or maybe a little higher. 
I do not know. 

Senator Kucuet. All right, sir, proceed. 

Mr. Cuirrorp. Well, I feel that in the blueprint business, as a part 
of the graphic arts industry in general, is in the midst of a revolu- 
tion. This is only true in the last few years. In the past, labor has 
been the biggest part of our cost and still is basically, but all kinds 
of reproduction processes are now coming out, and as a result, we 
all are under the necessity of buying new equipment or attempting 
to analyze new equipment as to what we should buy, whether the type 
of equipment we buy will be obsolete within the next year or what. 
So to enable us to keep abreast of competition, we must be prepared 
to purchase types of equipment. 

With the tax structure at its present level, the accumulation of 
cash for this purpose is difficult. And borrowing for expansion for 
businesses the size of our industry is obviously more difficult than for 
larger type companies. I think we covered that pretty well today, 
that small businesses have trouble borrowing, and the Small Business 
Administration might be the answer on a long-term loan. 

It is my feeling that there should be a definite reduction in corpo- 
rate rates for companies with net income before taxes of less than 
$100,000. Such a reduction would enable companies of our size to 
use these savings in new equipment and new processes which would 
enhance our usefulness to the economy as a whole. 

For smaller companies which are closely held, that is, ten or fewer 
stockholders or owners, the estate taxes upon death of a major owner 
should be paid upon an installment basis over several years. In 
many cases, a smaller profitable company has been forced to liquidate 
at a tremendous loss because there was no other way to pay the estate 
taxes. 

I would like to modify that in my own mind since the tax counsel 
mentioned the possibility of accumulation of some sort of a reserve, 
maybe that would be the answer rather than the basis of time, rather 
than to keep the tax on an accelerated basis as we say. Maybe the 
reserve would be a better answer than the time element. But, in any 
event, there have been a lot of businesses that have undoubtedly gone 
out of business due to that fact. They could not pay their estate taxes 
at the moment of death. 

While our company is a corporation, I feel that small businesses in 
our industry and others which are operating as partnerships and sole 
proprietorships should have the alternative of being taxed as a corpo- 
ration. That is, in my mind, if it is of any advantage to them. An 
organization could have the right to use that method. There has been 
some talk about that. 
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A definite limitation should be made as to size of the company, 
either by a basis of employees, or by net income. 

As to other basis for tax relief for small business, it is my feeling 
that a graduated corporate tax rate would not be good. The reason I 
feel about that, they talk about the $25,000 limitation, to my mind, the 
graduated tax like in the individual income tax, you still have got that 
purpose of wondering whether you are going to be in the next Seales. 
and I do not think that is the answer. I do not say that I know the 
answer, but I do not believe a plain graduation will solve the problem. 

It is possible that in some cases relief might be given to small busi- 
nesses, but it is also possible that it might increase taxes in other com- 
panies. A definite reduction in the corporate normal tax, and an in- 
creased exemption in corporate income subject to surtax would be a 
much more definite policy. 

Many may feel that the revenue to the Federal Government would 
be too substantially decreased by reducing normal rates and increas- 
ing surtax exemptions. It is my feeling, however, that the increased 
investment in equipment and inventories stimulated by such a reduc- 
tion would lead to increased profits for small business. This, in turn, 
even at lower tax rates, would provide revenue to the Federal Govern- 
ment at about the same level as now. 

In summation, let me again say that the main benefit in decreasing 
the tax rates to small and medium business is the stimulation it pro- 
vides in improving equipment, keeping up with new improvements, 
and in general, making small businesses more efficient. This, in turn, 
benefits our whole economy, as we all realize the importance of small 
business in our way of life. Large business functions best with a 
myriad of small suppliers. The small suppliers, in turn, function best 
with a desire to keep abreast of modern developments and new im- 
provements in their field. Tax relief will help us, in the smaller 
business field, to improve our benefits to the whole economy. 

I think we all realize that even though most of us here technically 
represent small business, we are a necessary part as suppliers to the 
large business. I think that applies particularly in our blueprint 
industry, because it is not a business that I can imagine any blue- 
printer—probably the largest one in the country—would not be classi- 
fied as a huge business by any stretch of the imagination, and we do 
perform a service mostly for large companies, in engineering depart- 
ments, and so on. 

And I might also add, that unfortunately, we are forced to compete 
somewhat with the Government in the case of the General Aniline Co., 
and which we hope, as members of our industry, we hope that will 
someday go back to private ownership. 

Senator Kucne.. Thank you,sir. Senator Goldwater. 

Senator GotpwaTeER. I have no questions. Thank you. 

Senator Kucuen. Congressman Roosevelt. 

Mr. Roosevett. I have no questions. 

Senator Kucue.t. Thank you, very much. 

This is all cumulative in support of some of the fundamental aims we 
all share with you, and I appreciate your coming here this morning. 

That concludes the list of witnesses for this morning. We have run 
over about half an hour. We have a fairly full afternoon. It is the 
policy of this committee to build as complete a record as possible. 
Some people who have wanted to testify, if they have written state- 
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ments, I am inclined to think that the exigencies of time are going to 
require this committee to suggest that they give them this afternoon to 
the committee for incorporation into the record. 

Earlier today, I received a copy of a telegram addressed to me from 
C. G. Hokanson, president of C. G. Hokanson Co-, Inc., which com- 
ments on one phase of the problem we are inquiring into, and in addi- 
tion to that, raises some questions with respect to governmental pro- 
curement from the Defense Department. 

The chairman will include the text of the telegram in the record. I 
am going to ask the staff, however, to peruse specifically that part of 
the telegram relating to the procurement problem, and to contact 
Mr. Hokanson, if he is still here. 

(The telegram referred to follows :) 


STATEMENT OF C. G. HoKANSON, Los ANGELES, CALIF., SEPTEMBER 16, 1957 


Senator THoMAS KUCHEL, 
Los Angeles, Calif.: 

The following wire was sent today to Senator Sparkman at his Washington 
office because we understand he may not appear in Los Angeles personally : 

“HONORABLE Sir: Your interest in small-business concerns, particularly in 
these times, is most gratifying. Many steps have been suggested for the benefit 
and survival of the small-business man, but most would require the enactment 
of legislation which might take years. May I, therefore, suggest small business 
be given immediate consideration by the enforcement of small-business regulations 
that already exist? 

“Point 1. Military procurements limited to small business: The Small Business 
Administration in Washington is doing an excellent job in having certain 
military procurements set aside exclusively for small business. However, past 
experience has shown us that sometimes these directives are apparently 
disregarded by the contracting oflicers. 

“We have at present an invitation to bid emanating from your home State 
from the Department of the Air Force, Headquarters Gadsden Air Force Depot, 
Gadsden Air Force Station, Gadsden, Ala., invitation No. IF B—01-608—58-1, 
due September 27. A representative from our company attended the bidders’ 
meeting on this procurement held at Wright Patterson Air Force Base on 
August 8. Representatives from several companies which under circumstances 
could be considered small business attended this bidders’ meeting and indi- 
cated their intention to bid on this procurement. The officer in charge of the 
bidders’ meeting was asked why the bidders were not restricted to small business, 
and he replied that no representative of the purchasing office was present, and 
he was unqualified to answer. 

“Your assistance in seeing that this law, which already exists for the small 
business, will be enforced on this procurement will be appreciated, and small 
business would be encouraged in knowing that it has a champion in the Senate 
of the United States of America. 

“Your defense of the small-business man will be amply rapid in the defense 
of this country in the event of emergency. The small-business man (under 
500 employees) employs over 70 percent of the employable persons in the United 
States, and these are the companies that can expand, if necessary, in an emergency 
— _ this country the productivity that helped arm our forces during World 

far II. 

“Point 2. Rapid depreciation: If you would like one further suggestion on 
how to help small business, may I suggest that another law still on the statutes 
be more generously extended to the small-business man? I am referring to the 
rapid depreciation allowance on capital investments. During the early years 
of a small-business concern, it usually lacks adequate capital to acquire tools 
and machinery that would increase its efficiency. If these tools were installed 
in peacetime, such small-business concerns would be better equipped in a wartime 
emergency to produce more efficiently and economically for the Armed Forces. 

“I suggest, more specifically, that, when a small-business concern employing 
less than 500 employees chooses to make a capital investment in tools or ma- 
chinery, it be given the right to make such a purchase and charge off the full 
amount of the purchase (but said amount not to exceed 50 percent of the 
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company income for that year). Such an allowance to small business would 
in no way reduce the income taxes ultimately paid to the Government because, 
with the equipment charged off in the first year, no depreciation charges would 
be allowable in succeeding years, thereby increasing the net profit of the company 
and the taxes to the Government. Such assistance to small business during its 
growing years would help to strengthen the company and tend to create 4 
sounder and more stable economy. Big business has been enjoying the benefits 
of rapid depreciation allowances for quite some time, but small business has 
not been encouraged nor given the fullest opportunity under this act. 

“While you and your committee are working on the broader benefits to small 
business, would it be possible for your committee to reinforce the first sug- 
gestion noted above, and encourage the second suggestion through your already 
established Small Business Administration? 

“Respectfully submitted.” 

C. G. HoKANSON Co., INc., 
C. G. Hoxanson, President. 


Senator Kucuet. If there is nothing else, we will stand at recess 
until 2 o’clock. 

(Whereupon, at 12:20 p. m., the hearing was recessed, to be recon- 
vened at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Kucnen. Senator Goldwater is on his way here, and Senator 
Humphrey will be here shortly. 

I think, in the interest of time, we will convene the afternoon session 
of the committee. 

The first witness is Maurice Morton, of McCadden Productions, 
independent film producers for television. Is he here? 

(No response. ) 

Senator Kucuen. The next witness is Howard I. Furst, of Big Boy 
Manufacturing Co., Burbank. Come forward, sir. 

All right, sir, you may proceed. 

Mr. Furst. Would you like me to read my statement, Senator? 

Senator Kucuen. Let me ask you again, in the interest of time, Mr. 
Furst, Do you cover some of the specific questions which the Small 
Business Committee has raised ? 

Mr. Furst. Yes, I do. 

Senator Humpurey. Senator Kuchel, I am going to encourage the 
witnesses, in light of the number of requests that have been made— 
some of them have been unable to be scheduled as such, even though 
they did made an official request—if you could accommodate your 
neighbors here by shortening your statements, and we will try to ac- 
commodate you by not being quite so inquisitive and provocative and 
argumentative at times. I think it would help everybody, because I 
had three people ask me if they could just make, if nothing more, just 
a presentation. Is that agreeable with you? 

Senator Kucuen. Yes; I think it is; I agree. And, with that in 
mind, the entire prepared statement will be placed in the record at 
this point. If you have any particular highlights which you wish to 
make, Mr. Furst, we will be glad to hear them. 
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(The prepared statement of Howard I. Furst, executive manager, 
Big Boy Manufacturing Co., is as follows :) 


Bie Boy MANUFACTURING Co., INC., 
Burbank, Calif., September 16, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Washington, D. C. 

Dear SENATOR SPARKMAN: I am the executive manager of the Big Boy Man- 
ufacturing Co., Inc., of Burbank, Calif. This company is the Nation’s largest ex- 
clusive manufacturer of portable barbecue equipment, and employs an average 
of slightly over 100 persons on a seasonal basis throughout the year. We man- 
ufacture the most complete line of barbecue equipment on the market. We are 
required to purchase quantities of inventory throughout the year consisting of 
steel and other items in amounts constituting large percentages of our total net 
worth. These purchases require careful planning and courageous action in view 
of our relatively low working-capital position when large amounts of inventory 
are acquired. In addition to gaining experience as manager of this company, 
I headed my own business-management firm devoted to problems of small busi- 
nesses. This first was successful, and I brought experience gained with me to 
my present position. 

I have noted that most small businesses which I was privileged to examine 
had little or no reserve capacity in capital or assets. These are very competitive 
times and businesses fortunate enough to obtain adequate amounts of working 
capital and depreciable assets seemed to utilize same to the fullest extent. 
However, there appears to be no rewards for a company which is able to increase 
its capacity or working capital by aggressive expansion. The result is diminish- 
ment of return because of the tax structure applied through many agencies—State, 
local, and Federal. 

One of the main problems faced by small businesses today is the lack of ¢a- 
pacity in working capital to handle increased volume of business. Most small 
businesses, rather than risk loss of additional business and opportunity for 
growths, resort to the various financing operations, all of which tend to increase 
the cost of operation and the inflationary trend in this country. The operation of 
a small business, whether incorporated or not, becomes a constant battle of a 
usually small group of owners to maintain enough capital to purchase inven- 
tory, pay expenses, and taxes. At the end of the year, if business has been 
good, the profits left after taxes usually are too small to tinance the increased 
growth of operation and the same rate of borrowing and financing must be 
undertaken to prevent the business from stagnating. I have seen many small- 
business owners balk at the prospect of expanding plant and equipment when, 
as the result of several successful years’ operation, they tind that they have de- 
rived so little personal gain from the business. 

In other words, in order to enable the business to grow in spite of the high 
rate of taxation, they have been forced to leave their personal assets and 
gains in the business rather than resort to additional costly financing. Gen- 
tlemen, I can assure you that it is a frightening prospect when a recognized 
successful small-business man cannot get any money out of his business ex- 
cept at a sacrifice of some kind, either in the business which might suffer 
through lack of capital, or in loss of the money through the high rate of 
taxation. I have seen successful businessmen bypass opportunities which pro- 
vided challenges which they were best qualified to conquer—and solely because 
they felt that the rewards were not worth the effort. 

Since I am an advocate of small business, I am particularly saddened to note 
the increase in mergers of small businesses. Owners of small businesses have 
found that fighting competition is wasteful under today’s tax structure. The 
best avenues appear to be the purchasing of a competitor or selling out to the 
competitor. Either way, the money spent in developing a business will not 
be lost completely. Small business owners today are also discovering that 
the only manner in which they can reap the benefits of their efforts over the 
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past years in building a business is by Selling their business and taking the 
money received at capital gain rates. One man told me that at the present rate 
at which he was adding surplus to his small company’s account, it would take 
him 10 years to obtain the amount which he could obtain by selling out now. 
He did sell and the country lost the skill of another enterprising man who had 
built his business from nothing to the point where it was worth several hundred 
thousand dollars. 

My interest in taxation problems is not an abstract one. I have been intimate- 
ly concerned with the problem at former clients’ companies and the company 
where I am presently employed. I have noted widely quoted statistics indi- 
cating that approximately 84 percent of the over 4 million business units in 
the country are unincorporated. This means, of course, that owners of these 
companies encounter the steeply graduated individual tax rates immediately. 
The owners of small corporations are really no better off for their corporations 
reach a 52 percent rate, and if they are in the 50 percent personal tax bracket, 
that means that the owners of small corporations will receive something less 
than 25 cents out of each dollar of profits. What is obviously needed is gen- 
eral tax relief in the form of lower tax rates for the individuals and business 
units who are paying taxes today. 

But, reducing the tax rates alone is not enough for small businesses. I have 
been stimulated to delve into this subject more deeply by our company’s tax 
counsel, Mr. Marvin Goodson, of the firm of Goodson & Hannan of Beverly Hills. 
In this brief outline I cannot attempt to explore this subject in detail except 
to say that we are making a comprehensive study of relief for small businesses. 
We have felt that in addition to a general relief in the tax rate, something else 
must be done for the small-business man. We feel that a method of deferring 
taxes, not avoiding them, is an additional answer for this category of tax- 
payers. In other words, we suggest a deferment of taxes in relation to the 
amount of money invested during the year in capital assets. Such assets would 
be taxed in relation to the depreciation taken each year. These assets would 
be termed “deferred capital assets.” Basically, if the business were forced to pay 
taxes on an amount in relation to the depreciation taken each year less the 
amount of money expended for additional assets during the year, with the re- 
mainder of the taxes due being deferred, additional working capital would be 
saved for the growing period. Great study would be required into this phase of 
the subject. 

It should be possible to give credits against immediate payment of taxes for 
average monthly inventories and accounts receivable in addition to depreciable 
assets for companies of all sizes, with the benefits being stated percentagewise 
for different income groups; thus smaller companies would derived greater per- 
centage benefits. Percentage of deferment of taxes to be allowed would be deter- 
mined by addition or subtraction of levels of inventory, assets, and receivables 
which would be totaled. Total of the three would determine percentage of defer- 
ment of taxes allowable. Deferment of taxes under these conditions serves as 
a stimulant as the company finds it can obtain easier financing and business with 
additional depreciable assets and capital. I cannot go into the details now but 
would be happy to furnish the committee with additional information in the 
future concerning this idea. If the taxpayer received less than 100 percent 
deferment of taxes through the deferment system proposed, he would normally 
be reluctant to buy assets he did not require because he would in effect be paying 
the taxes on equipment he did not wish. The same would be true for inventories. 
In effect, the system contains its own automatic brake on overexpansion of a 
business. In our company, we find ourselves with large inventories at this 
time but with low working capital. When our season begins in November, we 
will have to borrow money again from a bank and thus will lose part of the 
advantage of our built-up inventory position because we will have to pay interest 
on the money we borrow for working capital. Thus, we find ourselves changing 
dollars but rarely able to keep one. This deferment of taxes would be offered as 
an optional form of reporting and paying available to businesses which were 
expanding and required working capital now with the opportunity to pay taxes 
due on deferment at scheduled rates and in accord with amounts of depreciation 
taken on depreciable assets. 

Basically, when we speak of small businesses, whether they are incorporated 
or not, we think of businesses without much of a staff. In our company, for 
example, I perform a wide variety of duties personally. We have no full-time 
staff accountant or tax expert. We want tax laws that will be fair and as simple 
as possible in our complex economy today. I feel that the most equitable tax 
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reform for all taxpayers is to be found in the so-called Sadlak-Herlong tax bills 
known as H. R. 6452 and H. R. 9119. I note with satisfaction that the changes 
to our present law would be merely in the tax tables; thus, I and other business- 
men who are just becoming familiar with our tax laws would not have to 
relearn them. 

The small-business man deserves and must have an increasing incentive and 
reward for providing more employment and greater production. There must 
be sufficient incentive to compensate for the risk involved in successfully ex- 
panding a business today. I have always been a great believer in providing 
incentives to employees. Our company follows this rule today. The history of 
America’s progress indicates that some kind of incentive formed the basis of 
the goals achieved. Our present steeply graduated and confiscatory tax rates 
stifle the urge to take risks in business expansion and development. In order to 
maintain and improve our present standard of living, we must allow businesses 
the opportunity of expanding to keep pace with our growing economy. The 
Sadlak-Herlong bills provide an excellent overall and equitable tax program 
which is fair for both unincorporated and incorporated businesses as well as 
individuals. It is respectfully urged that the provisions of the Sadlak-Herlong 
bill be strongly supported as the best measure of a tax reform which will re- 
juvenate the business economy and atmosphere in our country today. 

Respectfully yours, 
Howarp I. Furst, Executive Manager. 


STATEMENT OF HOWARD I. FURST, EXECUTIVE MANAGER, BIG 
BOY MANUFACTURING CO., INC., BURBANK, CALIF. 


Mr. Fursr. Senator, I will introduce myself by saying I am the 
executive manager of the Big Boy Manufacturing Co., of Burbank. 
This is the type of product we manufacture. I do not know whether 
you are familiar with it. It shows you the type of inventory and 
materials that we have to buy. We are the largest factor in this field 
in the barbecue field. 

Senator Kucnen. All right, sir. 

Mr. Furst. We consider ourselves a small company, in view of the 
fact that we employ less than 125 persons on a yearly average. 

As you can see, we are required to purchase consider able quantities 
of steel and hard materials. We feel that at times this takes great 
courage, in view of the fact that buying inventory reduces our own 
working capital to fairly low limits at times. 

I might say that I also was president of my own business manage- 
ment firm, and in this respect was enabled to become acquainted with 
many small corporations and businesses. 

I noted during this time that most of the small businesses had little 
or no reserve capacity in capital assets, and I felt there appeared to be 
no reward, as I put here in the statement, for a company which is able 
to increase its reserve capacity in working capital or assets by aggres- 
sive expansion. ‘Their return is diminished because of the tax struc- 
ture applied by the State, local, and Federal agencies. 

One of the main problems faced by small business today is the lack 
of capacity in working capital to handle the increased volume of busi- 
ness. Most small businesses, rather than risk loss of additional busi- 
ness and opportunity for growth, will resort to the various financing 
operations, and all of which tend to promote the inflationary trend 
in the country. 

As I stated here, this becomes a constant battle of a usually small 
group of owners to maintain enough capital to purchase inventory, 
pay expenses and taxes. At the end of the year, if business has been 
good, the profits left after taxes usually are too small to finance an 
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increased growth of operation, and the same rate of borrowing and 
financing must be undertaken if the business is to continue a healthy 
trend growth. 

I have seen many small-business owners balk at the prospect of 
expanding their plant and one pment when, as the result of several 
successful years of operation, they find they have derived so little 
personal gain from the business. 

I might state at this point we personally had something happen 
today. We have been embarking in our planning on a new ’ national 
line. We have three lines of equipment in this company, and we had 
thought of putting out another national line of barbecue equipment. 
Our problem now is whether or not we will have sufficient working 
capital to finance this new line. 

We know, at least we feel that we are correct in believing, that we 
will have great numbers of orders for this new line, which will be 
significantly different from the line portrayed here. Our prob- 
lem is the fact that we may get several national organizations, which 
I won’t name at this time, to become interested in the. line, and they say, 
“Fine, produce, give us so much, so much of this.” We may not be able 
to finance the inventory for such a program. And we do not want 
to embarrass ourselves since we are carrying national customers for 
this line. So we do not want to be caught in the position of promising 
and not be able to perform. We may not be able to produce our new 
line because of the fact that although we are healthy and growing, our 
current assets are tied up in inventory to the fullest extent. 

We need additional financing. The banks will not lend money based 
upon inventory. They will lend money on assets. I have an idea 
which I will state later. 

I stated in here that since I am an ad ~eate of smal] business, I am 
particularly saddened to note the increase in mergers in small busi- 
nesses today. Owners of small businesses rand have found that fight- 
ing competition is wasteful under today’s tax structure. The best 
avenues appear to be a purchasing of a competitor or selling out to a 
competitor. Either way, the money spent in developing the business 
will not be completely lost. Small-business owners today are also 
discovering that the only manner in which they can fully reap the 
benefits of their efforts over the past few years or over the past years 
in building a business is by selling their business and taking the 
money received at capital-gain rates. 

One man told me that at the present rate at which he was adding 
surplus to his small company’s account, it would take him 10 years to 
obtain the amount that he could obtain by selling out now at capital- 
gain rates. He did sell, and I feel that the country lost the skill of 
another enterprising man who had built his business from nothing to 
the point where it was worth several hundred thousand dollars. 

I have stated in here that my interest in taxation is not an abstract 
one, since I am intimately concerned with this problem. I note from 
widely quoted statistics that approximately 84 percent of the over 
4 million business units in the country today are unincorporated. This 
means, of course, that the owners of these companies encounter the 
steeply graduated individual tax rates immediately. The owners of 
small operations are really no better off, for they reach the 52-percent 
tax rate in their corpor ations; and then when they try to take their 
money out, they are again hit by the individual rates. 
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What is obviously needed is a general tax relief in the form of 
lower tax rates for the individuals and business units who are paying 
taxes today. But reducing the tax rates alone is not enough for small 
business. I have been stimulated to delve into this subject more 
deeply by our company’s tax counsel, Mr. Marvin Goodson of the firm 
of Goodson & Hannan, of Beverly Hills, a widely known tax expert. 
We have felt, in addition to a general relief in tax rate, something else 
must be done for the small- business man. We feel a method of de- 
ferring taxes, not avoiding them, is an additional answer for busi- 
nesses in this category, for taxpayers in this category. 

In other words, we suggest a deferment of taxes in relation to the 
amount of money invested during the year in capital assets. Such 
assets would be taxed in relation to the depreciation taken each year. 
These assets would be termed “deferred capital assets.” 

Then basically, I can say that if a business is investing in capital 
assets, for example, if a business were to be taxed at, let us say, the 
rate of $250,000 for a particular year, and had invested $100, 000 in 
assets, this obviously would decrease the company’s working capital. 
They would hope that over a period of time they could again come 
into a cash position. But if upon the oe ‘of such assets they 
could receive a deferment of part of their income tax, based upon 
the money they have just put out for new equipment, they could con- 
tinue to move on without being actually hampered. 

For example, anything less than 100 percent, as I stated in my pa- 
per—perhaps 50 percent deferred credit—would work. In this case, 
if a company had a $250,000 tax, that would mean approximate gross 
income before taxes—gross profit before taxes of $500,000. And if 
they purchased $100,000 worth of assets, depreciable assets, we would 
give them, let us say, 50 percent deferred credit, so we would subtract 
$50,000 from the $250,000 taxes due, and this particular year they 
would ps $200,000. In effect, they would have a saving in their 
pocket of $50,0 000° cash, which they could use to buy materials to utilize 
the machinery that they had purchased. 

This is just the basic idea. Mr. Goodson and I have done quite a 
bit of study. We are personally interested in this program. If this 
committee would be interested in further and more detailed informa- 
tion, we would be glad to furnish that. We intend to work this out 
on a practical basis, both of us having practical access to small 
business. 

Senator Kucnen. Just speaking for myself, I am sure my colleagues 
would join me, if you would be able to supply this committee with a 
detailed analysis of your own views, in the event there were any 
question of jurisdiction between the small-business problems of this 
committee and the Senate Finance Committee, I am sure this com- 
mittee would be delighted to make those rec ommendations available 
also to the Senate Finance Committee. 

I wish you would do it. 

Mr. Furst. All right, sir. 

Senator Humpnrey. I join in that. I think it would be very 
helpful. 

Senator Gotpwarter. If I can ask the witness—Do you make the Big 
Boy hamburgers, too ? 


Mr. Furst. No, sir. 
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Senator Gotpwatrr. Any connection? It looks like the same type 
of ad they use. I was wondering if there was a connection ? 

Mr. Furst. No; they are under separate ownership. 

Senator Humpnurey. They are good. 

Senator Kucuen.. Well, they are big. 

Senator Humpurey. They are good, and I had one in Phoenix, 
Barry. 

Senator Gotpwater. I wanted to get that in. 

Senator Humpurey. I knew you wanted that. [ Laughter. ] 

Senator Kucuer. Let me ask you: What is the size of your busi- 
ness¢ How many people do you have employed? 

Mr. Furst. Right now, approximately 60, 

Senator Kucuer. And it fluctuates in between 60 and 120 or 125? 

Mr. Forst. Larger than that. I would say our yearly average is 
125. 

Senator Kucuet. Has it grown, has that average increased over 
the last several years ? 

Mr. Furst. Every year since we have been in the barbecue business, 
it has been better significantly than the preceding year. 

Senator Kucner. What were your gross sales last year? 

Mr. Furst. Approximately $6 million—$5 million. 

Senator Humpurey. That is mighty nice looking equipment. 

Mr. Furst. We feel that this field is, as yet, untouched. Of course, 
we are, as some other corporations, dependent upon volume of sales. 
We still consider ourselves a very small business because of the fact 
that the profit margin item is obviously low. 

Mr. Roosevett. Mr. Chairman, may I make a suggestion? That 
when this study which Mr. Furst and his counsel are making here, 
that he might also send it to Congressman Wilbur Mills and the House 
committee ? 

Senator Kucuet. Indeed, and I suggest that, by all means. 

Mr. Roosevett. I think it would be of real value there. 

Mr. Fursr. I did want to make one more statement for the record 
on this basic idea. I will not go into great detail, but this does have 
a brake, an automatic brake, on overexpansion of a business. Some- 
one might be tempted to say that with this idea that I have merely 
touched on, if you give a man deferred credit toward his taxes, why, 
he will go out hog wild and buy equipment. 

Since we would have a man pay taxes on a portion of his assets or 
portion of the money, we would not give him a full credit. The 
man actually would be wasting money if he purchased equipment he 
did not actually need and use. We have an automatic brake in this 
system. 

We would offer this system for deferment of taxes as an optional 
form of reporting and paying available to businesses which were 
expanding and requiring capital now. If they had sufficient capital, 
there would be no need to defer taxes, because they would have to 
pay them at one time or another anyway. So there would be an ex- 
pediency over and above the lowering of taxes. This would be an 
extra provision to allow growing businesses to defer part of their 
taxes. 

Senator Humpnurey. It would actually be an incentive to invest; 
is what it would amount to? 
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Mr. Fursr. Yes, sir. Also, I would avoid placing a demarcation 
line between small, medium, and large businesses. I think this 
would be a very convenient expediency by having a graduated scale 
on percentage of deferment. I think we could avoid the tortuous 
protien of defining large, medium, and small businesses by having 
a graduated scale. Therefore, automatically the smaller the business, 
the greater percentage of deferment they would provide. 

Senator Kucuen. I would like to have the staff go into that fully, 
and contingent upon its receipt of your own documented suggestion. 

Mr. Furst. I would be very proud to submit it. 

We have no full-time staff accountant or tax expert at our com- 
pany. I consider we are typical of the small businesses where the top 
executive, as I am, does the complete staff work. 

I wear many hats in my daily duties. I feel the country, and espe- 
cially businesses such as ours, want tax laws that will be fair and as 
simple as possible, recognizing that there must be some complexity 
in our complex economy. 

Basically, I feel that the most equitable tax reform I have seen to 
date for all taxpayers is to be found in the so-called Sadlak-Herlong 
tax bills. I note, with satisfaction, that the changes to our present 
law would be merely in the tax tables. Thus, I and the other business- 
men who are just becoming familiar with our 1954 tax laws, would 
not have to relearn the tax laws. I think that that is an important 
point to businessmen. 

I feel the small-business man deserves and must have an increasing 
incentive and reward for providing more employment and greater 
production. I also have been a great believer in providing incentives 
to employees. We operate successfully because we operate on the 
incentive plan. 

I feel that our present steeply graduated and perhaps confiscatory 
tax rates stifle the urge to take risks in business expansion and 
development. Today, for example, as I have mentioned, our com- 
pany 1s about to embark on a new line of equipment, and we are 
having serious talks at this time as to whether it would be worth the 
risk. We know that we can make a considerable dent in the national 
gross sales picture, but whether it would be worth it in the final out- 
come in personal profits to the owners of our solely owned company, 
I do not know. By the time they take the money into their personal 
bank box, which, frankly—and I am sure they will not mind my 
saying so, they have not been able to do since the business has been 
going. Everything that they own, other than a modest salary, has 
been invested in the business. 

We have grown to the point where we are very proud of what we 
have done in our operating on a national and sometimes international 
scale. But the sole owners just do not feel that it would be worth the 
extra effort. They would have to pledge their own personal assets 
to get the required working capital. 

We also, incidentally, will have to buy more assets, more presses, 
more jigs and dies. If we felt that we could receive some kind of a 
tax deferment on such expenditure, or equal to or in relation to such 
an expenditure, that might give us just enough extra money to go on. 

Basically, Senator, those are my points. 

Senator Kucue.. Thank you very much; and they are most in- 
triguing. 
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Senator Humphrey, are there any questions? 
Senator Humpurey. Not a bit. 1 want to thank the witness, and 
we will look forward to his further testimony, further statement. 

Senator Kucuer. Senator Goldwater ? 

Senator Gotpwater. No. 

Senator Kucuen. Congressman Roosevelt ? 

Mr. Roosevetr. No, I have no questions. But I think I should 
say, just for the record, I think I am perhaps not quite as sold, as the 
witness is, on the Sadlak-Herlong tax bills in relation to the details 
of their improvement in the tax structure. 

In other words, I think they are a little too heavy on one side and 
not heavy enough on the other. But the principle is what I gather 
you are advocating, rather than the actual changes in the tax table; 
1s that correct ? 

Mr. Furst. Yes, that is correct. 

Mr. Roosgvett. I think, too, that you have given us a very provoca- 
tive idea, and one which I would be most interested in looking at 
when you get it completed. 

Mr. Furst. Thank you. 

Senator Kucuer. Thank you very much. 

Mr. Morton has now returned, I am told, and if you will come 
forward, Mr. Morton. 

Mr. Morton, it has been suggested here that if it is possible, for 
the witnesses this afternoon to highlight their statements. The en- 
tire statements of each will be placed in the record, but we do have 
a little time barrier. 


STATEMENT OF MAURICE MORTON, VICE PRESIDENT, 
McCADDEN PRODUCTIONS, HOLLYWOOD, CALIF 


Mr. Morton. I will try to do that, although I believe, obviously, 
my written statement will better express my ideas than the oral 
presentation. 

Our problem basically, as independent film producers for televi- 
sion, is that the financial resources available to the independent pro- 
ducers are so limited and the credit situation so difficult. 

Senator Kucuer. Will you identify yourself ? 

Mr. Morton. I am sorry. Maurice Morton, vice president, Mc- 
Cadden Productions, which is an independent television film pro- 
duction company. I distinguish between 

Mr. Srutrs. Are you also speaking for the group ¢ 

Mr. Morton. Television Alliance? 

Mr. Srutts. Yes. 

Mr. Morton. No. 

Mr. Srutts. For yourself? 

Mr. Morton. Officially, I am not, but I am expressing the views 
of many independent television film producers, however. 

The dividing line, in my opinion, between the small-business man 
in our field and the big-business man lies in the difference between 
being an independet film producer or a network or a major motion 
picture company which have vast financial resources at their dis- 
posal. 

An independent producer has an idea for a pilot film, something 
he would like to sell to a sponsor. It becomes necessary for him 
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to produce a pilot film of the idea he wishes to express. Last season 
200 such films were produced, and only 19 actually were sold. The 
risk is approximately 10 to 1 in selling any given particular show. 

Eight million dollars was expended in the production of these 200 
television films, and only 19 of them were actually sold. This means 
that of those 19 actually sold, approximately half will be fortunate 
enough to break even, and the others will make just minor profits. 

In order to go into business, it is necessary for the independent 
film producer to borrow approximately $280,000. It is on this 
basis 

Senator Kucuet. A picture? 

Mr. Morron. No; for interim financing. In other words, on a 
film basis you must be 8 weeks ahead of your ad date, due to tech- 
nical processes involved. Therefore, you have to borrow imme- 
diately $280,000 and keep it constantly while your money is rolling 
in, so you are always eight films ahead of your scheduled date. Of 
course, the problem of obtaining this financing is tremendous. 

Very few people have enough security to place for such a loan. 
But assuming that this is done, our problems are related to other 
businesses, in that the 52 percent over $25,000 depletes the inde- 
pendent producers’ financial reserves to a point where it is difficult 
for him to take the risk on a 10 to 1 shot of trying to produce new 
pilot films for new sales. 

Obviously, however, conversely, if he does not attempt to produce 
new films, his business cannot expand. The major networks, of 
course, with the financial reserves they have, are in a much better 
position to take the gamble, take the risk. 

Therefore, the first point I would like to establish is our feeling 
that 52 percent over $25,000 is too drastic a jump for the independent 
producer. 

The second point is this: When a show is sold, there is a proba- 
bility that its life expectancy is rather uncertain. How long the 
show will remain on the air is unknown at the time of sale. Very 
few television shows have any real life expectancy—probably an av- 
erage of less than 3 years. 

On this basis, it seems to us that in order to encourage the inde- 
pendent producer, some sort of a depreciation allowance ought to be 
granted, as has been granted to approximately 70 other industries, 
on the theory that it would create for them a reserve upon which 
to expand their business, which would obviously increase competi- 
tion, and in the long run endow the Government with a great deal 
of more revenue. This highlights the second problem. 

The third problem is something that has come into being rather 
recently, which I feel severely threatens and immediately threatens 
the existence of the independent film producer. 

For about 4 or 5 years now we have been operating on the basis 
of a cost-recovery system. In other words, if it costs us $35,000 
to produce a show and we receive $35,000 from the sponsor, we are 
at a break-even point, and obviously on that basis there would be 
no taxable income. It has recently been called to our attention that 
the Internal Revenue Service has taken a new view with respect to 
this problem after we have been in operation for 4 or 5 years on a 
cost-recovery basis. They claim or seem to claim that the useful life 
of a television film may be more than the one use to which it is put on 
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a network basis; and on this theory, they are proposing that in- 
stead of the cost-recovery system, a method of amortization be used 
instead, 

Exactly what this amortization is or may be, we do not know. 
But the point that I would like to call to your attention is this: 
That if we were to sell 39 shows at $35,000 per new show, and actually 
spent that amount of money, and had 13 summer repeats, where we 
made a profit of $11,000 per film, this would mean we would have 
a profit of $143,000; and you pay roughly 50 percent or $71,500 in 
taxes that year. 

On the theory of the Internal Revenue Service, if at your break- 
even point on new productions they imposed a tax on an amortiza- 
tion basis of 80 percent, while you are breaking even, it would be 
incumbent upon you to pay approximately $136,500 on your break- 
even. 

Now, it is true that you have made a profit of $71,500 in another 
direction, but it still would be necessary to borrow approximately 
$65,000 more than the $280,000 you originally borrowed to go into 
business in order to keep alive. 

For every 10 percent more or lower the amortization rate proposed 
by the Internal Revenue Service becomes, we would have to borrow 
approximately $68,250. 

Now, I purposely took a show, a situation where there were profits. 
But the other phase of it is that if you broke even on your whole year, 
with your new shows and your repeats, where you would have a gross 
income of $1,527,500 and you broke even, under the 80- percent amor- 
tization method, as the Internal Revenue Service is possibly suggest- 
ing, you would have to pay $152,750 in taxes in a situation where you 
yourself have just broken even. 

Now, this isa burden. For every 10 percent less than that in amor- 
tization that they go, you would have to borrow an additional $76,875. 

Now, the problem really is, Where would we—how would we be 
able to finance ourselves: how would we be able to keep alive? 

The tendency seems to be that one of driving the hands of produc- 
tion into those organizations who have vast financial resources. Now, 
in my opinion, neither the networks nor the major motion picture 
companies desire this. They cooperate with us very fully. They re- 
spect that which we have to contribute. But it is impossible for us 
under these conditions to keep alive, and I think that this is probably 
the very foremost threat that our industry of independent producers 
is facing today. 

The one other point which I incorporated in my presentation is an- 
other point that affects talent—independent talent working on televi- 
sion shows. No other entertainment medium has devastated talent 
and the supply of talent as the television industry does. The constant 
weekly exposure seems to surfeit the public very rapidly and, of 
course, some of the big names of television of the last few years have 
disappeared today. Therefore, my suggestion with respect to this 
is—one which has been made frequently, I am sure—that with respect 
to high wage earners who obtain their income in the shortest span of 
time, some method of tax computation be extended to them because 
they end up with dissipated really high earnings but dissipated nets 
after a very brief existence. 
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In essence, I think my prepared statement has presented our problem 
better than I have done it orally, but these are the points which I wish 
to have considered. 

Senator Kucuet. I appreciate that, Mr. Morton, and it is most in- 
teresting to all of us. You do come from a unique type of industry. 

Senator Humphrey, do you have any questions ? 

Senator Humpurey. Do you have any representation, any lobby 
representation, in Washington ? 

Mr. Morton. No, sir; we do not. 

Senator Humrurey. You are not affiliated, in other words, with the 
regular film companies ? 

Mr. Morton. No, sir. Those are the major companies? 

Senator Humpurey. Yes. 

Mr. Morron. No, sir. 

The independent film producers organization is a very small nucleus 
devoted primarily to overall trade problems and union negotiations, 
but nothing in the form of lobbying. 

Actually, it is awfully difficult, too, you know, something you have 
lived with all your life. It is like being married to a woman. You 
understand her when you live with her—posing it so quickly and 
briefly to you. I do not know how sympathetically I can express the 
problem or the great concern that we have with a to it. It is 
just a nodding acquaintanceship. But it isa very somber problem. 

Mr. Erickson. How many members in your industry group? 

Mr. Morron. There are approximately 18 affiliated companies. Is 
that what you mean—within the alliance? 

Mr. Erickson. Right. 

Mr. Morton. About 18. 

Mr. Ertcxson. Are they all located in this area ? 

Mr. Morton. Yes. 

Senator Gotpwarer. Do they not make these same films in the 
East? 

Mr. Morton. Yes, sir. But they may or may not have a similar 
organization in the East. 

Senator Gotpwater. I see. 

Mr. Morton. But we are only dealing with those currently pro- 
ducing here. 

Senator Gotpwarrr. How many such producers are there in the 
whole country, would you say ¢ 

Mr. Morton. I would say probably 30 companies. 

Senator Gotpwarer. Thirty in the United States? 

Mr. Morron. Of the independent stature. Between 20 and 30; I am 
not sure of the exact stature. 

Senator Humpnurey. Are you eligible for Small Business Adminis- 
tration loans? 

Mr. Morron. I do not believe so. I do not know. 

Senator Humpnrey. Do you know? 

Mr. Roosevettr. Mr. Chairman, they are eligible for them. There 
has been some question as to whether or not they should be granted on 
the basis of the unpredictability of the repayment. In other words, 
most small-business loans, you have to be able to show a schedule of 
repayment, and it is awfully hard to do it in this kind of a film, unless 
there was a fixed contract, unless it is already sold, so to speak; and it 
is pretty hard to show it can be repaid out of prospective earnings. 
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Senator Gotpwarer. I wonder if the same restrictions that apply 
to newspaper, radio, and television stations would apply to television 
films ? 

Mr. Roosrvetr. Pretty generally true. 

Senator Gorpwarer. Does not that touch on freedom of the press ? 

Mr. Rooseveur. I think you may be right on that, Barry. It may 
be excluded on that ground. Networks cannot. Whether individuals 
can 

Senator Gotpwater. Newspapers cannot, individual radio stations, 
TV stations. 

Mr. Morton. As I recollect, we are so excluded. But actually, Mr. 
Roosevelt hit the point, the whole business is so speculative on a con- 
tract signed with a sponsor to obtain a loan because the element of risk 
in production loss is so great there is not a guaranty. 

As a matter of fact, you cannot obtain a loan on a contract you may 
have with a sponsor on 39 new shows and 13 repeats. No bank will 
accept this. The security that is necessary is of a general mortgage 
or some other nature, and I just have a feeling that with respect to 
these problems and difficulties that it can eventuate into a situation 
where only the majors, and not the independents, will be producing 
films. 

And I also want to point out very clearly that the major companies 
and the networks prefer that they deal through independents because 
the creative force is such that it funnels itself and expresses itself 
best in an independent setup. 

Mr. Roosevetr. Mr. Chairman, I would like to suggest to the wit- 
ness, if I am not out of bounds, that in this particular instance where 
there seems to be more of an administrative decision by the Internal 
Revenue Service involved, that perhaps the witness would get faster 
action by conferring with maybe the counsel for the House Ways and 
Means Committee and the Senate Finance Committee and getting 
their assistance and direct contact with the Internal Revenue than he 
would, frankly, through the Small Business Committee, because I 
think his is a special pr ‘oblem of a special industry which perhaps does 
not cover the broad field of legislation for small business. 

Mr. Morton. Well, with respect to that phase of the problem, this 
is true. Likewise, we are not 100 percent sure that actually the Inter- 
nal Revenue Service in this new attitude is clearly expressing the legis- 
lative intent of the Congress. 

Mr. Rooseveit. That is why I think you should confer with the 
counsel for both the Senate and the House Committees, because I think 
they would be very helpful to you in working out perhaps the congres- 
sional intent with relationship to it. 

Senator Kucnet. It isa good suggestion. 

Mr. Morton. Yes. 

Senator Kucnex. Anything further, gentlemen ? 

Thank you very much, sir. 

The next witness is Mr. Barton Jones of the Barton Instrument 


Corp. in Monterey Park. 
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(The statement of Maurice Morton is as follows :) 


PREPARED STATEMENT OF MAURICE Morton, VICE PRESIDENT, McCappEN PrRODUC- 
TIONS, BEFORE THE SENATE SMALL BUSINESS COMMITTEE RELATING TO THE 
PROBLEMS AFFECTING INDEPENDENT TELEVISION FILM PRODUCERS 


Mr. Chairman, gentlemen, traditionally, the entertainment industry has been 
symbolized by the two muses. To me, the face of Comedy—radiant with joy— 
has always expressed the warm glow we all feel within ourselves upon hearing 
a beautiful song, watching an exquisite ballet—or laughing heartily at a good 
joke. However, the face of Drama, reflecting grave concern, has always ex- 
pressed for me the stark reality of a business, which unlike any other, is so 
completely married to the whim of luck and coupled so inseparably with sheer 
chance. Within its roots of success are embedded the seeds of failure. 

My purpose in appearing before this committee is to present some of the 
major economic problems of the television industry today as it relates to both 
independent talent and small-business men alike, and to demonstrate the devas- 
tating effect the current tax structure is causing the independent television 
film producer. It is my belief that such a presentation falls properly within 
the scope of this committee’s hearings—since the independent television film 
producer is truly the small-business man within our industry—as contrasted 
with the major networks and the long-established and highly financed major 
motion-picture companies now entering the field of television production. 

It is my firm conviction that there is a place in our industry for both the 
so-called major television film producers and the independents. On a purely 
business basis, the majors obviously have the advantages of superior financial 
strength—yet we, the independents, have met and offset the challenge. We can 
and do equal the competition on a creative level. We can and do equal the 
competition on a production level. We can surpass the competition in many 
areas with our greater flexibility and ingenuity. But we cannot compete with 
them on a financial level. However, the threat to our existence comes not 
solely from our competitors, but rather from a tax structure and governmental 
interpretation of same, which unknowingly and unwittingly is designed to drive 
the independent film producers out of the field and place the concentration of 
production in the hands of only a few companies—those companies whose chief 
merit and qualification for the role would seem to be the possession of the 
largest reservoir of capital. I am certain that this result was not of deliberate 
design, but if this is the effect, then legislative relief and/or clarification of 
legislature intent must be granted. 

My request for your consideration of the problem peculiar to my industry is 
consistent with the enlightened attitude of Congress with respect to the special 
problems of other industries and the recognition of these problems through 
remedial legislation which provides either subsidy, depreciation allowances or 
fast tax writeoffs. Without these considerations and legislative aid the devel- 
opment of these industries might have floundered and died. Today, the inde- 
pendent film producer is faced with a similar threat. 

Who is the independent television film producer? He is a man—either a writer 
or producer—who has created an idea for a television show. Or he may be a 
performer who builds a show around his own personality. Or more commonly, 
it is a blending of these two creative forces into a single unit. Historically, 
show business has thrived most healthfully when creative talent has had its free 
and independent rein. The mass production methods so successfully employed by 
other industries stifle the creative force. Hence, rather than encouraging the 
full force of our creative resources, the current legislation and its interpretation 
by governmental agencies is not only aborting the child of creative enterprise, 
but bears in its place the monster of monopoly. Let me tell you why I feel so. 

Once the independent television film producer creates a show, he must pro- 
duce a pilot or sample program in order to obtain a sponsor. In my opening 
remarks, I mentioned the importance luck plays in an independent producer’s 
operation. I did not exaggerate this one bit for dramatic effect. This past 
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season 200 such pilot films were produced and there were sponsor needs for 
only 19 of these. The odds of selling any given show are roughly 10 to 1. 
Yet, averaging approximately $40,000 per pilot film, $8 million were spent in an 
effort to sell 19 shows. At least half of those sold will be fortunate to break 
even the first year, and the balance will show only minor profits. The record 
of sales based on pilots by companies, which in my opinion have a better than 
average creative and technical know-how, is pathetic. One company produced 
12 such pilots and sold none. Another produced 7 and sold only 1. Offsetting 
the cost of such pilots in the latter case against the profits from the one pilot 
sold, leaves a sorry loss statement. Very few businesses outside our industry 
present such a capital risk picture. Yet the independent producer is caught be- 
tween two forces. He cannot, in view of the risk, afford to invest too heavily 
in new pilots lest he be wiped out—yet if he doesn’t invest, he cannot expand. 
The element of financial risk to a major producer or network is much less 
precarious. 

It is with respect to this situation that we meet our first problem. Let’s 
assume that we are talking about the independent film producer fortunate enough 
to sell a new show. How does he fare with respect to net profits after taxes and 
the creation of a reserve for expansion. Some of my objections are obvious and 
probably apply to all business. The more subtle ones seem to me to be peculiar 
to the independent film producer. The more obvious complaint is the basic in- 
equity of taxing 52 percent over $25,000, whether a corporation earns a billion 
dollars a year or $50,000. The depletion of capital reserve on a taxable income 
of $50,000 at a rate of 52 percent is far more devastating than at the million 
dollar mark, or higher. There is no doubt but that legislation is required to 
relieve this pressure in all industries and to apply a graduated scale of cor- 
porate tax more wholly consistent with a corporation’s ability to pay. Hence, 
from inception the independent television film producer is taxed too heavily to 
survive. Secondly, the average life expectancy of a filmed television series at 
the date of sale is highly speculative. This was the significance behind my 
opening remark that within the roots of its success lay the seeds of failure. 
Public taste is fickle and there are but few enduring television film series. Rec- 
ognition of this problem, compounded by the risk of sale, should qualify the tele- 
vision industry for legislative action which would make allowances for this 
problem. There are at least 70 other industries which have been granted a de- 
preciation allowance before computation of taxes ranging downward from gas 
and oil at 27% percent to clam and oyster shells at 5 percent. These exemptions 
have been granted on the theory of depletion, coupled with a public interest. Not 
for one moment do I protest nor question these allowances. I cite them solely 
for the purpose of establishing that the television industry is entitled to the 
Same consideration for the same reason. Were these depletion allowances 
granted to the television industry, both to the majors and independents alike, 
it would help the independents create a reserve for further expansion, which in 
the long run, would stimulate competition, prevent monopoly, and provide the 
Government with greater tax contributions eventually. 

To this point, I have merely indicated a general imbalance which tips the 
financial economic scales in favor of the major producers and which in the long 
run would probably destroy the independent producer. However, within the 
last several weeks, a matter was brought to our attention which I, along with 
many other independent film producers, believe, threatens immediately our very 
existence. It could, if enforced, completely destroy our entire operation and 
force the independents out of business. It could result in the concentration of 
television film production in the hands of a few major companies possessing vast 
financial reserves. The background of the problem is this. When a filmed tele- 
vision show is sold to a sponsor, the latter is generally granted exclusive rights 
to the program within the United States in every market for a period of 1 year, 
with options solely on the part of the sponsor for an additional 2 to 4 years. 
During this period no other use may be made of the films. An average pro- 
gram sells for about $35,000 per episode. The producer assumes the risk of 
production, and in addition, must usually produce at least eight films in advance 
of air date. This is the usual procedure because of the various technical 
processes involved. This means that the independent producer must obtain 
financing of approximately $280,000 so that until the entire series is paid by the 
sponsor, he can at all times continue to produce approximately eight films in 
advance of air date. The problem of borrowing such sums with sufficient se- 
curity available to handle such a loan is strenuous enough. I am sure you have 
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heard much testimony on the problem business is facing with the tight-money, 
high-interest-rate situation today. I record it, but will not belabor it. 

Now, an additional financing burden has been added which creates an impos- 
sible situation. Practically all of the independent television film producers have 
operated their business on a cost recovery basis for many years. Solely for the 
purpose of definition of terms and to illustrate subsequent effects simply, I 
should like to point out that this method of accounting would mean that if a 
producer receives $35,000 from a sponsor per show, and his cost of production 
of said show is $35,000, he would have no taxable income, which is as it should 
be. We understand that the Internal Revenue Department has recently taken 
the position that such a procedure is no longer acceptable and is turning its 
attention to a formula for amortization over a period of years on the theory 
that a film has a useful life of more than 1 year. However, with the advent of 
color, tape, paid television, as well as other factors, this theory is specious. 
For various legal reasons, the tax attorneys with whom I have discussed this 
problem are not in accord with the Department’s interpretation. I fully recog- 
nize that this is not the proper forum for arguing the merits of either position. 
Even if it were, I would not be the proper person to present capably the legal 
tax position of the independent producers. However, as a businessman asso- 
ciated actively in the independent television production field, I can tell you the 
practical effect to our industry as indicated by almost all of the independent 
television producers, if the Internal Revenue Department is properly interpret- 
ing the legislative intent. The requirement to pay taxes based on an amortized 
profit evaluation would impose a financial burden on the independent producer 
which he would be unable to handle. Let’s go back to my previous illustration. 
Assume, as is realistic, that the average sponsor buys 39 shows at $35,000 per 
new show, and 13 shows at $12,500 per summer repeat. And further, let’s 
assume favorable production conditions so that the new shows’ production cost 
equals the payment made by the sponsor. Also that the cost of the repeat 
shows averages $1,500 each. 

On the basis of cost recovery at the end of 1 year, the producer has realized 
a profit of $143,000, which results from the 13 repeat shows at $11,000 per show 
net. He would pay taxes amounting to approximately $71,500—leaving him 
a net profit for the year of approximately $71,500. The Internal Revenue De- 
partment now feels that even though this is all the independent producer may 
have left, the latter should still pay as taxable income 52 percent of some pro- 
portion of the $1,365,000 he received and actually spent on new shows. We have 
no idea just what amortization table they intend to follow, so solely for the 
purpose of illustration, assume it to be 80 percent. The Internal Revenue De- 
partment claims that there would be taxable income of $273,000 profit, which 
at 52 percent would be approximately $136,500. Having been left with a net 
of only $71,500, this approach would force the independent producer to borrow 
an additional $65,000 in order to meet his taxpayments. For every 10 percent 
lower amortization rate used by the Internal Revenue Department, the inde- 
pendent producer would be forced to borrow an additional $68,250. Add this to 
the burden of the original financing problem, complicated further by the knowl- 
edge that the producer cannot re-release his shows during the sponsor’s run, 
and his doom is inescapable. I intentionally illustrated a successful operation 
to demonstrate the effect. Assume the gloomier, but by no means unrealistic, 
picture of our business—that a show breaks even or loses money. Having to 
pay a tax where no profit exists, or where there is actual out-of-pocket loss, 
would break an independent’s back. Using the same basic figures indicated 
above for the sale of both new and repeat shows, let’s examine the situation 
where a show breaks even, which situation is the more frequent in our business. 
There would be gross receipts of $1,365,000 from new shows, plus $162,500 from 
summer repeats, or a total of $1,527,500 income. If the producer broke even for 
the year, under the theory of the Internal Revenue Department, he would be 
forced to pay taxes on the 80 percent amortization basis on $305,500—or ap- 
proximately $152,750 in taxes. For every 10 percent lower amortization sched- 
ule used, we can add an additional $76,875 in taxes. This is what he faces by 
merely breaking even. Only a major studio or network could survive this 
catastrophe because of their gigantic financial reserves. 

Now, whether one uses a cost recovery method to compute taxes or the 
amortization basis, the net dollars to the Government remains the same. In 
essence, all we are discussing here is a method of payment. But within this 
“method of payment” rests a basic principle not to be ignored—that principle 





172 TAX PROBLEMS OF SMALL BUSINESS 


being the survival for the small-business man. I therefore urge with respect 
to this point that this committee ascertain whether or not the Internal Revenue 
Department is conforming to the legislative intent in its interpretation of the 
law. If the findings are negative, then the true intent should be executed. If 
the findings are positive, then new legislation should be enacted immediately to 
prevent this possibility of monopoly—which condition I feel sure our major 
producing company competitors would also decry. 

I have devoted so much of my testimony to these two basic issues that little 
time is left for me to do more than touch upon one other which I consider most 
urgent, as well. I would appreciate another invitation at another time to 
develop this more thoroughly. Along with many others, I believe that consid- 
eration should be given and tax relief granted to those whose peak earnings 
embrace short years. Actors, writers, musicians, ballplayers, prizefighters, and 
such have such a disproportionate earning span that it is most inequitable to 
tax them on the same basis as people with an earning capacity spread over many 
years. This problem obviously touches the television industry most heavily 
since almost no other phase of show business to date has devoured creative 
talent more quickly. 

The television industry is, by industrial standards, an infant industry. The 
patterns and designs set or imposed today will become the industry mold of 
tomorrow: Unless some heed is taken of our situation, a business which by its 
very creative nature demands its full freedom, may be sentenced to monopolistic 
practices. 


STATEMENT OF BARTON JONES, PRESIDENT, BARTON INSTRUMENT 
CORP., MONTEREY PARK, CALIF. 


Mr. Jones. May I ask your permission to read mine? 

Senator Kucue.. Yes, sir. 

Mr. Jonzs. Because mine has no specific plea to an industry. It 
is, as I see it, as a small-business man, and I put it down for what 
it is worth. 

There always has to be the opposite side to all arguments, you see. 

Senator Kucuex. And you are going to take that position ? 

Mr. Jones. Yes, sir; the opposite side. 

Senator Kucnen. Will you identify yourself? 

Mr. Jones. Barton Jones, president, Barton Instrument Corp.., 
manufacturer of industrial instruments. 

So with your permission, I will proceed on that basis. 

Senator Kucnen. All right, sir. 

Mr. Jones. Since being asked to present my views on the effects of 
taxation on small business to this committee, I have given the subject 
considerable thought and have analyzed the tax schedules as they 
apply to both individuals and corporations. As a result thereof, ex- 
cept in times of emergency, I cannot in all conscience subscribe to the 
concept that small business as such or any other segment of our 
economy for that matter, needs or should get special help from the 
Federal Government. 

After reading the definitions of small business, as set forth by the 
Small Business Administration on January 1 of this year, I wonder 
if these definitions really help in solving any problems connected with 
our economy. Possibly, the definition given as to what constitutes 
a small manufacturing concern may serve for defense purposes when 
the Government wants to keep alive alternate sources of supply that 
in a competitive economy cannot make a go of it on their own. 

Otherwise, I think that the arbitrary definitions as to what con- 
stitutes small business only tend to confuse the issues. A concern 
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with 499 employees is certainly relatively large with respect to the 
independently operated corner grocery store, 2-pump service station, 
or machine shop housed in a 2-car garage. The problems of doing 
business for the latter are entirely different than those facing their 
larger neighbor. As a matter of fact, and to be quite frank, I cannot 
see that the Small Business Administration has a place in our Federal 
Government any longer. 

If, as Vice President Nixon has recently said, “the Government is 
prepared to encourage and provide a favorable climate for business,” 
then I concur with him when he continues to say, “There is no place 
in the American economy for those businesses that cannot stand on 
their own two feet.” 

As justification for this statement, may I point to the instrument- 
manufacturing firm I represent, which, in spite of high income taxes, 
has grown in 11 years from a very small sole proprietorship employ- 
ing 5 people into a corporation with 225 employees and 69 representa- 
tives around the world. Although this growth may not be unusual, 
it does go to prove that a small business can expand and stand on its 
own two feet without any special aid from the Federal Government. 
Of course, our growth has not always been easy, since the climate for 
new and expanding business during this period has hardly been what 
could be called favorable. Taxes have siphoned off needed funds for 
investment in inventory and equipment. But, by establishing a line 
of credit with our bank, we have been able to grow, not as quickly as 
we might have, but we have grown. The bank has seen us through 
times of cash shortages which inevitably come at the time income 
taxes have to be paid. 

Pasaphatlaay, I might add here that in this respect we are no 
different than most closely held expanding businesses, large or small. 

Thus, I believe, given a good product or an idea to develop, a sound 
understanding of manufacturing procedures, marketing, and finance, 
a small concern can grow today without special help from the Gov- 
ernment. However, I also believe that, if the climate for business 
were more favorable, more small enterprises would start and be able 
to expand faster. 

Incidentally, I think it is worth noting here that very small business 
already has certain advantages over its larger competitors. Not only 
can it keep up to 70 or 75 percent of its earnings before income taxes, 
but, in general, it has far less overhead in proportion to volume. It 
is the concern that is no longer exactly small, yet has not reached the 
stage where a public offering of its securities is practical or advisable, 
that is having the roughest time of it these days. 

It is well known, and, I hope, understood, that our economy, which 
has given us the highest ghee’ of living the world has ever known, 
is based on private initiative and private capital investment. There- 
fore, anything Government does to hinder initiative and capital for- 
mation adversely affects everyone and, particularly, small business. 
If I may say so, I feel that the “penalty-for-success tax structure” 
now in force tends to kill the goose that lays the golden egg of 
enterprise. 

Venture capital, which is required by all small business, is not easy 
to come by when the prospective investor figures he has little to gain 
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in the way of income by risking what savings he has been able to 
accumulate. Also, I believe it can be said, high mcome taxes, because 
they limit accumulation of capital from within, tend, and in many 
cases force, selling out of businesses to the large concerns. This par- 
ticularly applies to a closely held business that has potentials for ex- 
pansion and that has net earnings above the $25,000-a-year break in 
the tax structure. 

In the memorandum for witnesses sent to me by your tax counsel, 
Mr. William Erickson, certain points for discussion were outlined. 
I will, therefore, endeavor to briefly discuss them in the order they 
were presented. 

I. 1 most certainly am in favor of permitting “estate taxes to pe 
paid in installments over a period of years.” Successful, closely held 
Sabie are particularly vulnerable to the impact of estate taxes 
when these taxes must be paid within 15 months after death. They 
can force the sale or liquidation of a business and thereby work a 
hardship on all concerned. 

Also, the valuation placed on a business for estate-tax purposes can 
easily be more than it is actually worth without the guiding hand of 
a principal. If estate taxes could be paid over a period of years, it 
would at least mitigate some of the hazards of doing business as a 
proprietorship, partnership, or closely held corporation. 

2. I can see no justification in permitting “partnerships and pro- 
prietorships to elect to be taxed as corporations.” ‘The doors are al- 
ways open to a legitimate business, if its owners want to incorporate it. 
Besides, there comes a time in the life of a growing, unincorporated 
business when, for many reasons other than possible tax savings, it 
is desirable to convert it into a corporate enterprise. 

3. I believe all taxpayers, large or small, should be allowed “to use 
the alternative methods of depreciation provided by section 167 of the 
1954 Internal Revenue Code for used property.” 

4. It would seem to me eminently fair to “permit a proprietor of an 
unincorporated business to be treated as an employee under a qualified 
pension” or profit-sharing retirement plan, providing he is actively 
engaged in running the business. 

5. Unless the whole income-tax structure is radically changed, I 
cannot see that “graduated corporate-tax rates” are possible except 
in the range of the normal tax. If, in this range, taxes followed the 
pattern of taxation for a married couple before exemptions, the small 
corporation would not be penalized for existing as a corporation in- 
stead of as a proprietorship. 

6. I would not be in favor of allowing the “standard personal de- 
duction for small business,” if I understand this statement correctly. 
Mostly, where this would apply, the proprietor and the business are 
one and the same; so, why, just because he is in business, per se, should 
he get an advantage over one who works for a salary ? 

7. This point for discussion which suggests that a tax deduction 
would be allowed for “additional investment during the taxable year” 
sounds reasonable, at first, as a help to small business, but, if effective, 
I feel it would be unfair to the rest of our economy. Besides, if it 
were on the same basis as dividend credits on personal incomes, it 
would not be of much help to most businesses. 

8 and 9. In response to these two final points, “increase exemption 
of corporate income subject to surtax” and “reduce corporate normal 
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tax,” about all I can say is that I am in favor of both if applied across 
the board to all business when and if the Government can reduce its 
expenditures. 

If I may, there are two other points in regard to taxation I would 
like to very briefly discuss, namely, the matter of replacement costs of 
‘apital equipment in an inflationary period, and dividend credits. 

Depreciation allowances based on original cost are far from being 
realistic these days. This is especially true when applied to equip- 
ment having a useful life of 5 or more years. Therefore, I feel some 
additional writeoffs should be allowed in the tax structure to com- 
pensate for increases in replacement costs. 

Double taxation on that part of corporate earnings which are dis- 
tributed to its owners, it seems to me, is basically unfair, and hurts our 
economy invmore ways than one. It tends to inflate prices by over 
half the amount of dividends paid out, and at the same time it with- 
holds from general circulation funds that otherwise would be dis- 
tributed. Full credit for dividends paid out by a corporation would, 
I am sure, help all citizens and small business in particular. 

In conclusion, I would like to say I believe tax laws should be for 
the sole purpose of raising revenue and not in any way for the purpose 
of inflicting controls over individuals or businesses or used as a lever 
to force a business to adopt any given type of business organization. 

Therefore, I heartily endorse the House of Representatives bill 
No. 6452, introduced by Representative Antoni N. Sadlak, which 
proposes a constructive reformation of our income-tax law. Along 
with many others, I feel it offers the best and most practical way of 
helping small business, business in general, and, above all, it would 
give us assurance that our American way of life will be preserved. 

Senator Kucner. Thank you very much, sir. 

Senator Humphrey, any questions ? 

Senator Humpnurey. No. I wish to thank the witness. 

Senator Gotpwater. What type of meters do you make? 

Mr. Jones. Used to measure flow of pipelines, flow out of gas wells, 
flow of jet-engine fuels, flow of water through reactors, and those 
things. 

Senator Gotpwater. What is the name of your company ? 

Mr. Jones. Barton Instrument Corp. 

Senator Gotpwarter. Is that the trade name of your instrument; 
Barton ¢ 

Mr. Jongs. Yes. 

Senator Gotpwater. Barton. Thank you. 

Mr. Jones. We have built this, as I say, from about 1946, into a 
world-recognized outfit. It has been hard. 

Senator Gotpwater. What is the smallest 

Mr. Jones. But we have done it. 

Senator Gotpwartrer. What is the smallest fuel-flow meter you 
make ¢ 

Mr. Jones. Half-inch lines. Generally, half-inch pipelines. 

Senator Gotpwater. Anything down as low as 10 gallons an hour? 

Mr. Jones. Yes; it can be measured, but it is, normally, not prac- 
tical. It is in the higher pressure where our devices come into play. 

Senator Gotpwartrr. Thank you. 

Senator Kucuen. Congressman Roosevelt. 

Mr. Roosrveit. No questions. 
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Senator Kucuet. I do not think there is any intent, Mr. Jones, if I 
understand the reasoning behind the information of this committee, 
to give small business any particular advantage. The point of it is 
that there have been numerous instances where people who have been 
in business did not have the tools, either the office tools, sometimes, I 
I feel, just the brains, to cope with some of the problems that the 
Government put upon them. 

What I got to thinking about in this suggestion that has been 
made, just for example, in giving individuals who are in business or 
partnership the right to utilize the Internal Revenue Code sections 
on corporations reminded me of what we had, you and I, and some of 
the other Western States, by way of an advantage for years in the 
community-property system. We came into the Union from Mexico. 
We had a whole different set of laws under which this area computed 
ownership in property from the common-law States in the East. 
And so, a husband and wife out here were given a substantial advan- 
tage which was perfectly valid and constitutional. But, actually, 
you could not explain to our fellow citizens in the other States the 
basis for it. 

And that, I guess, was the reason why, finally, the tax laws were 
changed so that husband and wife could divide it up and take away 
what we had in the way of advantages. And it does seem to me that 
there may be some merit in letting a partnership, for example, if it 
feels that it would like to take advantage of the Internal Revenue 
Code sections related to corporate taxation, that it should have a 
right to do so. 

Actually, you have made some constructive comments on a number 
of the suggestions that have been made. Some of them are fairly 
technical. 

Mr. Jones. May I submit this to you, just for a quick glance? It 
is just a picture of what happens taxwise—here are several other 
copies—that the married man, doing business as a proprietor, now 
has an advantage up to about $70,000 a year of income over a corpo- 
ration. It is more or less in reverse to the way it is plotted. I wanted 
to show what you get, what you can keep. 

Senator Kucue.. Yes, sir. 

Mr. Jones. From what you earn, and the difference between the 
diagonal straight line and the curve shows what you pay in taxes. 
But it does illustrate down at the bottom that there is actually very 
little difference, in our tax structure, between the corporate enterprise 
or a proprietorship or a married man, and that is before taking de- 
ductions. 

After all, he is in business, and, as a business, he is not entitled to 
his personal deduction, so I deleted that to get a fair comparison, 
as I see it, between two enterprises. They get an advantage now, 
about $2,000 a year, roughly, in the lower part of the curve. But 
it is that top part of the curve on the individual taxes that kind of 
hurts. 

Senator Kucuex. I do want to say, although it is not before this 
committee, that I personally agree with your own thinking on the 
so-called double taxation of distribution of profits through dividends. 

Mr. Jones. Yes. I realize a lot of this cannot come about until 
Congress can reduce taxes, but I think that, in the overall picture, they 
should be gradually reduced, as it is possible. 
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Senator Kucwen. Do you do any business with the Government as a 
contractor or subcontractor 2 

Mr. JonEs. Quite a bit. Although it is probably 15 to 20 percent 
with the Atomic Energy and the Navy. We are in a number of speci- 
fications, and we have had a development contract with the Atomic 
Knergy Commission through Westinghouse. 

Senator Kucuet. I see. Thank you very much, sir. 

The next witness is Mr. James L. Mahony, of the Mahony Engineer- 
ing Corp. 


Mr. Mahony. 


STATEMENT OF JAMES L. MAHONY, MAHONY ENGINEERING CORP., 
BURBANK, CALIF. 


Mr. Manony. My statement is rather brief, so I would like to read it. 

Senator Kucuen. All right, Mr. Mahony. 

Mr. Manony. My name is James Mahony, and I am the sole pro- 
prietor of the Mahony Engineering Co., of Burbank, Calif. I would 
like to speak on behalf of myself, as a small manufacturer, and also on 
a of the Strategic Industries Association, of which my company 
is a member. 

” First, in response to the questions given in your memorandum to 
witnesses, I would like to give some general answers. Then, if I may, 
I will illustrate with some specific examples from my own business. 

You ask whether Federal taxes have a special effect on small busi- 
ness. Yes; they do. Especially on small manufacturing—which is 
the only type of business to show a net decrease in numbers during the 
past few years. I will correct that. From 1953 up to the present 
time. 

Is tax relief necessary? Yes; very much so. Taxes are now so 
heavy, I think they are entirely i in control of our ec onomy. I believe 
we should have both an overall rate reduction and also special relief 
for small business. 

As to the suggestions for specific kinds of small-business tax relief, 
I will not try to pose as an economist, because Iam not one. But I can 
tell you how I feel as a businessman who likes fair play. The first 
four suggestions on your list are nothing more nor less than fair play. 
I — to: 

. Permitting estate taxes to be paid in installments. 

2 Per mitting partnerships and proprietorships to elect to be taxed 
as cor porations. 

Permitting the same depreciation methods on used equipment as 
on new. 

4. Letting a proprietor treat himself as an employee for purposes of 
setting up a pension plan. 

Yes; 1 think all of these should have been enacted long ago. 

As to graduated corporate, our association, Strategic Industries 
Association, has been on record in favor of a limited plan of gradu- 
ated taxes, prov iding there is a definite limit on the top side. At this 
point, may I introduce for the record a copy of STA’s statement, The 
Case for Incentive Taxes, which covers association views on this 
matter. 

Senator Humrurey. We will have it incorporated in the record. 


97385—57—pt. 1——-18 








178 TAX PROBLEMS OF SMALL BUSINESS 


(The document referred to follows :) 
THE CASE FOR INCENTIVE CORPORATE TAXES 


Statement of John Marschalk, Executive Director, Strategic Industries 
Association, Los Angeles, Calif. 


FOREWORD 


When it was first proposed that a graduated corporate tax structure be es- 
tablished, the conservative proponents of such a tax revision had no inkling 
of the storm of opposition that would be aroused among the giant corporations 
and their spokesmen. 

The language of attack has been so emotional that many sincere thinkers 
have had no opportunity to sift through to the facts of the case. 

The following presentation aims to provide an unemotional analysis. It is 
hoped that objective legislators in both political parties will find concrete data 
here on which to found reasoned debate. Likewise, leaders in business may 
gain a better perspective on the true issues. 

In pleading the substitute of reason for emotion, we are not ourselves without 
emotion. We believe the situation is critical. We believe the facts show that 
action is needed without delay. 

Each release of business statistics confirms the futility of all past efforts 
to halt the trend toward industrial concentration. Nearing extinction is the 
small manufacturer. 

Should the day come when a relative handful of business organizations con- 
trol all the Nation’s production, we need little imagination to foresee the socialis- 
tie clamor for nationalization, if not outright confiscation, of those businesses 
that remain on the scene. 

We believe an incentive tax program is the more constructive way to achieve 
solution than to compound present restrictive antitrust laws with more re- 
strictions. With the following facts at hand, we sincerely hope our brothers 
in larger business will come to share this view—in their own interest as well 
as in the interest of the Nation’s highest good. 


THE CASE FOR INCENTIVE CORPORATE TAXES 
I. CORPORATE INCOME GOES MOSTLY TO THE LARGEST FIRMS 


The bulk of personal income in the United States goes to the many. The 
bulk of corporate income to the few. 

More than 75 percent of all personal income is earned by the great majority 
of our people who have individual earnings of less than $8,000 per year. In 
1952, less than 1% percent of all personal incomes exceeded $50,000 and the earn- 
ings of these people was barely 3.5 percent of the total. 

By contrast, more than 75 percent of all corporate income is received by a 
mere 1 percent of our corporations. The top 5 percent now command $9 out of 
every $10 earned by all corporations. 


EXHIBIT 11 1A) 


9% OF ALL U.S. CORPORATIONS GET 
90% of the PROF/T_. 


- This 10% must be 
shared among all 
the others 


In 1955, 5 United States corporations with the largest earnings (see table, 
p. 179) had a total profit of $6.2 billion. The entire combined earnings of 
670,000 other corporations (95 percent of the total) only amounted to $5.7 bil- 
lion—half a billion less than the 5 largest. General Motors, by itself, with a 
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profit of $2.4 billion before taxes, outearned the combined total of 550,000 other 
corporations. 


Exuisit 11 (8) 
10 largest corporate earnings—1955 


ean < of dollars] 





Gross | After taxes 
General Motors . sae $2, 400 | $1, 189 
American Telephone & Telegraph ‘ ‘ 1, 291 664 
Ford Motor... | 967 | 437 
Standard Oil of New Jersey R32 | 717 
Du Pont_-_- ; ey 744 431 
United States Steel 736 | 370 
General Electric 369 | 201 
Bethlehem Stee] 361 180 
Union Carbide & Carbon | 283 141 
Kennecott Copper ‘ ae 234 126 
| 


Source: U. 8. News & World Report, Mar, 23, 1956, 
The earnings trend favors the large 


The share of corporate earnings going to the larger companies has risen sharply 
ever since the end of World War II. 


In 1946 Treasury Department figures show the top 5 percent of all corporations 


had 75 percent of all corporate earnings. This share had jumped to 86.5 percent 
by 1950 and 89.8 percent in 1952. 


ExHIBIT 11 (0) 


HOW THE PROFITS SHARE TO THE LARGEST 
COMPANIES JUMPED AFTER WORLD WAR I 











PERCENT OF 
TOTAL PROFIT 
TO TOP 5% OF 
U.S. CORPORATIONS 






1946 1950 i951 1952 
SOURCE: U.S. TREASURY STATISTICS 


Analysis of the trends among manufacturers has been made by the Small 
Business Administration. SBA identifies small manufacturers as those with 
assets under $1 million. Small manufacturer earnings represented 13.3 percent 
of total corporate manufacturer earnings, after taxes, in 1947. By 1954 they 
were down to 4.3 percent and rose only slightly to 4.5 percent in 1955. 

More significant is the trend in return on invested capital. The SBA finds 
that earnings after taxes for small manufacturing corporations declined from 
an average of 16.3 percent on stockholder equity to 4.9 percent in late 1954. Large 
manufacturers (whose earnings rate after taxes was 15.5 percent in 1947) have 
not averaged less than 10.3 percent and earnings currently are estimated at 
12.5 percent. 
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Rate of earnings is related to size 


How much of its sales a corporation can convert into earnings is more and 
more related to the available equity capital. While small manufacturers, for 
example, still had 13 percent of total sales volume in 1955, they wound up with 
only 4.7 percent of total earnings. Both figures represent sizable cuts since 1947. 


ExuHIsBIT 11 (pb) 


NOT MUCH LEFT FOR SMALL MANUFACTURERS 


SALES PEeRrceNnT TO LARGE COMPANIES... % TO SMALL® 
1947 [ie9) 
1952 “Se TE 


1955 


EARNINGS. ... 


Tact ececencidummaieenitencennd 
ee 
1955 Cer 


* SMALL = ASSETS UNDER $ 1,000,000 


SOURCE: SMALL BUSINESS ADMINISTRATION 


Competition among smaller firms is inevitably more intense. But there are 
other factors which work to small-firm disadvantage. 

Specifically, higher interest rates on borrowings and higher costs of obtaining 
equity capital are cited as two reasons for small-company difficulty in converting 
sales into earnings. In 1954 the SBA finds that corporations with assets between 
$250,000 and $1 million had to finance 18.7 percent of these assets with short- 
term borrowings. Larger corporations financed only 8.1 percent in this manner. 
The added burden of interest cost is obvious. 


Small corporations can’t pay dividends 

Few corporations with earnings under $100,000 (95 percent of the total) ever 
pay dividends. Earnings rates are lower to start. And retention of nearly all 
earnings appears essential to keep even with rising costs of capital equipment. 
Machinery purchased some years ago cannot be replaced at less than twice the 
amount of depreciation reserve. Although the same circumstance applies to the 
larger corporations, the relative impact on smaller companies is many times 
greater. The current cost of a single No. 5 turret lathe with normal tooling 
(average $25,000) exceeds the annual profit before taxes of 80 percent of all 
small corporations. 


Attractiveness of merger 


Unable to anticipate return through dividends, the investor in a small com- 
pany appears to have no avenue of long-range yield except through a capital 
gain. The author has been concerned with the initial financing of several small 
ventures. In every instance the sole interest of the “man with the money” was 
in the opportunity for profit through future sale of his equity. 

“Cash McCall” aspects of our economic society appear on the increase. Ata 
recont meeting of small manufacturers in Los Angeles 7 out of every 10 reported 
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they had been approached 1 or more times in the past 6 months to sell their 
businesses to larger companies, 

Five of the first 50 members of the Strategic Industries Association (formerly 
Small Defense Industries Association) were lost in the first 12 months of the 
organization because these companies sold out to big firms. They were either 
unable to continue as independents or else reasoned that their only chance for 
profit was through selling out. 


Impact of defense procurement 


Inequities in defense procurement between large firms and small are not 
properly a part of this report. We cannot ignore, however, that Government 
purchases represent a major factor in our present economy. 

Annual defense procurement at a level of approximately $20 billion accounts 
for as much as one-fifth of total United States manufactured products. The 
massiveness of most end items requires that the great percentage of prime dol- 
lars must go to large firms. 

The top 100 corporations are estimated to have currently at their disposal 
more than $20 billion worth of Government-furnished facilities. Rent-free Goy- 
ernment facilities, rapid tax amortization on contractor-furnished facilities, a 
preponderance of Government-financed research and development funds—these 
are just a few of the virtual subsidy elements which tend to enhance the big 
firm’s position in relation to the small. 

Significantly (and perhaps inevitably) 4 of the 10 largest corporate earners 
listed in the table in section I are well up among the 15 largest recipients of 
defense contracts during the 5%-year period from July 1, 1950, to December 1, 
1955. 

Summary of problem 


The foregoing data on the declining position of small business may be super- 
fluous to many informed readers who are already aware that most small firms— 
even in this period of general prosperity—are in a basically perilous position. 

We have not commented on the current credit squeeze—the tight-money situ- 
ation—for the reason that it cannot be evaluated statistically perhaps for 
several years. 

Data on business failure rates is also felt to be inconclusive. In a prosperity 
era, there appears to be a “law of diminishing returns” applicable to the quality 
of new business ventures. When new businesses are being started at the high- 
est rate in history, it seems logical that proportionately less of them are 
equipped with adequate managerial talent. Hence there is bound to be a higher 
rate of failure. What does appear significant is that the creation of all these 
new businesses has not operated to offset the declining share of total sales 
going to small business. 

That big business gets bigger and small business smaller is a truism com- 
pounded each year since the beginnings of the industrial revolution in the 
1800's. Is our national failure to solve the problem due to indifference? Or 
is it from failure to recognize natural incentives? Section II deals with past 
legislative efforts. 


II. “BIG STICK” FAILURE AGAINST MONOPOLY 


From the Sherman Antitrust Act of 1890 to the present day, the sole approach 
to legislative control of industrial concentration has been the “big stick.” 

Emphasis on this nature of approach to the problem is important. Each 
succeeding law or amendment has aimed to “prohibit, penalize, or punish” those 
who create or develop giant industrial combinations. 

Nearly all current proposals follow the same pattern. An antimerger bill 
would require some form of Federal O. K. before 2 companies with combined 
assets of $10 million or more would be allowed to unite. 

After 66 years of this approach—with 66 years of virtual failure—we have 
reason to question the validity of the method. 

It is not unfair to invoke comparison with the 18th amendment and Volstead 
Act. These efforts at prohibition of ‘what comes naturally” were pronounced 
failures after little more than a decade of trial. 

It may be reasoned that the creation of giant industrial combines will con- 
tinue so long as it is basically more profitable. No law of prohibition can be 
effective—there will always be means for circumvention—so long as bigness 
pays off, 
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The traditional argument is that increased profits from big organizations 
stem from greater efficiency. Students of business doubt this claim. Today 
there is ample evidence to show that relative efficiency declines rapidly in the 
larger, high-overhead organizations. What does make for higher profit is the 
economic strength of bigness itself. The largest firms, for example, can borrow 
money at half the cost of smaller organizations for no other reason than their 
largeness. In many other ways they exert economic pressure in their favor, for 
advantages unrelated to basic efficiency. 


Reduced impact of taxes on large corporations fosters monopoly 


On our largest corporations, tax impact is proportionately less. This was 
particularly demonstrated during the periods of excess profits taxes. The 
years from 1939 up to 1954 showed the greatest increase in the relative strength 
of large companies. 

In the immediate postwar years, the companies with large dollar volume could 
make the Government a silent partner in every program of advertising and 
market expansion. Out of every dollar taken from profit and charged to expense, 
as much as 85 cents was lopped from the tax bill—a net cost for any expense, 
as corporate executives figured it, of only 15 cents. 

In this same period, the small company operating from scratch had no way 
to conserve its limited dollars. It could not make use of Uncle Sam’s 85-percent 
partnership in “excess expense,” because there were not enough total dollars 
available. 


Incentive taxation, a new approach 


What we basically propose is a “new look” at the problem of controlling 
industrial concentration. The “big stick’ approach having failed for 66 years, 
we suggest that a “carrot” be substituted in the nature of rewards for in- 
dependence. 

Through wise distribution of corporate-tax levies, we believe, it is possible to 
create many desirable incentives: 

1. Incentive for independent firms to remain independent and to resist the 
urge to merge. 

2. Incentive to investors to place more of their funds in new and relatively 
more risky ventures. 

3- Incentives for loan institutions to make greater funds available to small 
and independent companies. 

4. Incentive to create more new businesses in the corporate form. 

What prohibitions and penalties have failed to do, incentive can accomplish. 
Depth in our competitive system can be fostered. The total increase in profitable 
firms will broaden the national tax base. No penalty to large firms will be 
involved, for there is no reason to skyrocket rates on giant companies to make 
the plan effective. The opposite result, a reduction in top rates, will inevitably be 
possible as more companies with higher earnings take part in the expanding 
economy. 


III. PRINCIPLES OF PROPOSED REVISION IN CORPORATE-TAX STRUCTURE 


Without specifying the precise format for a graduated-tax plan, we believe 
that any program should embrace the following basic principles: 

1. That the maximum surtax rates shall be effective only on earnings in 
excess of $100,000 (rather than the present level of $25,000). 

2. That normal taxes on corporate earnings below $25,000 be substantially 
reduced in order to provide the greatest relief to the smallest companies who 
must depend upon retained earnings for survival and expansion. 

3. That corporate earnings under $5,000 be regarded as a bare minimum 
for survival, and that the first $5,000 of corporate income should hereafter 
either be exempt or subject to not more than a nominal rate of 10 percent 
or less. 

4. That the maximum combined tax rate, including all surtaxes appli- 
cable to any corporate earnings, shall not be permitted to exceed a temporary 
rate of 55 percent, with it being the declared objective of any proposed legis- 
lation to reduce such rate so as not to exceed 50 percent. 

5. That the estimated total yield of new corporate-income taxes shall be 
adequate so that emergency tax needs of the Government shall not be 
jeopardized. 

At least two bills, S. 4138, introduced by Senator Sparkman, and H. R. 9851, 
the Seely-Brown bill, were offered in the 84th Congress in substantial agreement 
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with these principles. Both bills had the objective of maintaining present levels 
of corporate-tax income—no cut in Federal revenue. Nearly all other proposals 
would involve reduction of Federal receipts or else impose undesirable penalties 
on the larger companies. 

The actual rates proposed by these separate bills follow : 


EXHIBIT 11 (£) 


Sparkman bill, 8. 4138 


If the taxable income is: The taxis: 
NOL OVER Se 0s nuk cnet teanenes 5 percent of the taxable income. 
Over $5,000 but not over $10,000___ $250, plus 10 percent of excess over 
$5,000. 
Over $10,000 but not over $15,000_-_ $750, plus 15 percent of excess over 
$10,000. 
Over $15,000 but not over $20,000__ $1,500, plus 25 percent of excess over 
$15,000. 
Over $20,000 but not over $25,000__ $2,750, plus 35 percent of excess over 
$20,000. 
Over $25,000 but not over $100,000_-_ $4,500, plus 45 percent of excess over 
$25,000. 
OTE Be ss ee cewins we eieciniaiic wts inde $38,250, plus 55 percent of excess 


over $100,000. 


Seely-Brown bill, H. R. 9851 


Taxable net income: Corporate rates: 
DEED BEN sada psicsecvactg niall lia 10 percent of the taxable income. 
Over $5,000 and up to and including $500, plus 20 pereent of excess over 
$25,000. $5,000. 
Over $25,000 and up to and includ- $4,500, plus 40 percent of excess 
ing $100,000. over $25,000. 
OVER Be et ais nkas eincbaccenss $34,500, plus 54 percent of excess 


over $100,000 


ExHIsIT 11 (F) 


Comparison of present and proposed taz liabilities for corporations under 
varying tag proposals 











8. 4138 H. R. 9851 
(Sparkman) (Seely-Brown) 
Income subject to tax OU UN i ih hi = 
| Tax | Change} Tax Change 
scien tinal ance aca iia glee. cal he ioe aie okies aan 
| Percent Percent 
$5,000___- $1, 500 $250 | —83.0 | $500 | —67.0 
$10,000__- eal 3, 000 | 750 | —75.0 | 1,500 | —50.0 
$15,000___ : | 4, 500 1,500 | —67.0 | 2, 500 —44.0 
$20,000__. 6, 000 | 2, 750 —54.0 | 3,500 | —42.0 
25,000... - - 7, 500 | 4,500 | —40.0 | 4,500 | —40.0 
$50,000__. ; 20, 500 | 15, 750 | —23.0 14,500 | —29.0 
$100,000___- 46, 500 | 38, 250 | —18.0 34,500 | —26.0 
$250,000___- 124, 500 | 120,750 | —3.0 115,500} —7.2 
$375,000___. 189, 500 | 189,500 | None 183, 000 —3.5 
$500,000... | +1.2 250,500} —1.5 
$700,000... - , 427 358, 500 | None 
$1,000,000 : | +3.6 520,500} +1.2 
$10,000,000_ | 5, 483,250 | +5.6 5,380,500 | +3.6 
$100,000,000 54, 983, 250 +5.7 | 53, 980, 500 | +-3.8 
| 





It is not contended that the objectives of the Sparkman and Seely-Brown 
bills can be accomplished in no other way. Other scales and rates may repre- 
sent desirable compromise between the two measures. Of greatest concern is 
that tax relief be provided promptly, and that the general method conform to 
the principles set forth at the beginning of this section. 

In evaluating proposed incentive-tax legislation, a valuable consideration 
is the relative effect of decreases and increases on the corporate population. 
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There are approximately 700,000 corporations in the United States. Under 
proposed changes, how many would pay higher taxes; how many yould pay less? 
Roughly, a third of all corporations lose money each year. This leaves be- 
tween 450,000 and 470,000 corporations which will report some amount of profit. 
Using the Seely-Brown bill as an example, here is the breakdown of tax effect 
to be expected : 
ExHIBIT 11 (G) 


Incentive-tazx effect on total corporate population (Seely-Brown bill applied to 
estimated income) 


| Approximate} Percent 
Earnings rate number of | of total Would pay— 
corporations | 
| 


Deficit_- ; Bis katecceccnal 230, 000 33 No change. 

Up to $5,000 6 a 200, 000 28. 6 Decrease of 67 percent. 
$5,000 to $25,000 | 160, 000 22.6 | Decrease of 40 to 50 percent. 
$25,000 to $100,000 et 70, 000 Decrease of 26 to 39 percent. 
$100,000 to $700,000 bein | 33, 000 4 Decrease of 0 to 25 percent. 


> 


Over $700,000. - - : 7, 000 1 Increase of 0 to 3.8 percent. 


700, 000 | 100 No change in total revenue.! 


1 When rates are applied to prior years, some show a slight increase over actual rates now in effect; some 
show a slight decrease. 


If a similar table were to be constructed for the Sparkman bill, increased rates 
would be found to apply to approximately 2 percent of the total corporate popu- 
lation. For either proposal, it is significant that between 98 and 99 percent of 
all corporations will be given increased strength through reduced taxation while 
a very marginal increase will be borne by not more than 1 or 2 percent of the 
remaining corporations; yet total revenue is not cut. 


IV. OBJECTIONS ANSWERED 


The pet arguments of those who oppose extension of present corporate-tax 
graduations may be summed up as follows: 

1. Such proposals are communistic. 

2. A graduated tax would penalize investors in big companies. 

The first argument is so specious it deserves comment only because it has been 
so often repeated. The reference is to point No. 2 of the Communist Manifesto 
of 1848. It would make as much sense to say that our public-school system is 
also a Communist device. Point 10 of the Manifest reads: “10. Free education 
for all children in public schools. Abolition of children’s factory labor in its 
present form * * * ete.” 

No one has ever proposed that our public-school system be done away with 
simply because Marx endorsed it. 

Marx, it is sure, never dreamed that a people would accept a high flat tax 
such as the &5 and 90 percent rates in effect in America during and after World 
War II. The graduated aspect of his tax proposal was intended as a means 
of working up to a state of affairs which this country has already experienced. 

$y contrast, what we here propose is a graduation down, not a graduation 
up. We propose relief to the small, not increased penalty on the large. We 
propose this to give new strength to the independent firm so that it may better 
maintain its freedom—freedom which it is now losing in bigger chunks every year. 

Failure to relieve pressure on small firms will assure their elimination from 
the competitive scene. In such an event, we may readily expect that the few 
remaining large companies will have little ability to ward off socialistic con- 
fiscation. 

In brief, downward graduation of taxes will defeat the aims of Marx, not 
support them. 

The argument that graduated taxes will penalize the investor in a large firm 
is trickily conceived. The following is a direct quotation from a speech by one 
of the well-known spokesmen for large companies : 

“Let us take the case of 2 elderly individuals, each of whom has managed to 
save $10,000. One of these individuals invests his $10,000 in a large corporation, 
and the second invests his $10,000 in a smaller corporation. Under a graduated 





TAX PROBLEMS OF SMALL BUSINESS 185 


corporation-income tax, the first individual would bear a proportionately heavier 
tax burden than would the second.” 

In the example stated, no acknowledgement is made of the fact that relative 
security is many times greater in the larger organization. If security were net 
greater with large firms, smaller firms would have far less difficulty in market- 
ing their shares than they now experience . 

Disregarding security, the contention that the large-firm investor will be 
penalized on income is demonstrably false. Following is a comparison of income 
after taxes of large manufacturers and small. 


Exuisit 11 (Hf) 


INCOME AS PERCENT OF STOCKHOLDER EQUITY 
U.S. MANUFACTURING CORPORATIONS re ae 


1S 





I947 ‘48 ‘49 ‘SO ‘SI se ‘Ss ‘sa %s 
SMALL*® ASSETS UNDER $!,000,000 SOURCE®S.B.A. 


Perhaps more significant is the fact that large-company income after taxes is 
nearly the same as small-company income before taxes. In 1954, for example, 
smaller manufacturers averaged 11.2 percent on stockholder equity before taxes. 
Large firms (assets over $1 million) were making 19.1 percent before taxes 
and still had 10.3 percent left after taxes were paid—nearly double the 5.4 left 
to smaller firms. 

This lower rate of return, and the virtual inability of firms earning less than 
$100,000 to pay dividends, means that an investor in a small firm is today 
seriously penalized. Any change brought about through graduated taxes will 
serve only partially to restore equity. 

Another word of opposition sometimes voiced is the economic theory that a 
corporation is not a taxpayer, but only a tax collector. For the combinations 
of large firms which are able to exercise a degree of control on their markets, 
so that new taxes can be passed along to consumers without regard for com- 
petitive pressure, this contention may have some validity. We believe it is 
completely invalid when applied to smaller firms operating in the realm of 
keenest competition. 

A small corporation is not distinguishable from a small group of individual 
enterprisers except in the form of doing business. Each must meet competition. 
Each must absorb the impact of taxes within the limit of dollars obtainabie for 
product at rates restricted by that competition. 

That the tax impact is greater on small firms is demonstrated by a simple 
comparison of 1954 manufacturer returns. Small companies paid out an average 
of 51.8 percent in taxes on gross income. Large companies averaged 47.8 per- 
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cent. These comparisons can be obtained for any year by noting the following 
figures compiled by the SBA from reports of the Federal Trade Commission: 


EXHIsiT 11 (1) 


Harnings on stockholder equity, United States manufacturing corporations 


[Percent] 





1 
Before taxes After taxes Effective tax rate 
Year ans EB es S as ; a 
| | | 
| Small! Large | Small | Large | Small Large 
ithe ieieaaiaiaalinaaapitiantainestibialeaniiigit = — aa | 
| | 
WO css oot : 27.8 | 25.3 | 16.3 | 15.5 | 45.4 | 38. 6 
1948_. 21.3 | 25.9 12.6 16.3 | 40.8 | 37.1 
ee: Ss c 12.9 | 19.1 7.0 10.6 | 45.8 | 44.5 
1950. ..-. | 21.8 | 28.3 | 2.5 15.7 | 42 6 | 14.7 
1951_. i Te | 20.4 | 28.8 | 9.0 12.5 | 56.1 | 56.7 
hh ikecincnnnciees : 16.9 | 22.7 | 7.9 10.6 53.2 | 53. 4 
i eahitss bia iceacisista nee a 14.7 23.3 2168 10.8 51.8 | 53.8 
a 11.2 | 19.7 5.4 | 10.3 | 51.8 47.8 
PUNE el ck nn 13.7 22.9 6.9 12.3 | 49.7 46. 4 


! Assets under $1,000,000. 
2 Estimate. 


Only during the period of Korea did effective tax rates on large companies 
exceed rates on small. In fact, the table clearly shows that our so-called flat 


rate of peacetime taxation currently represents from 7 to 8.4 percent more 
average burden on small-firm income. Today, we have a graduated tax in reverse. 


Vv. ACTION NOW 


Both political parties committed themselves during the 1956 campaigns to 
adjustment of the tax inequities on small business. 

In the 84th Congress neither party seemed willing to compromise with the 
other as to method. Representatives of both parties claimed that small business 
could not agree on what was needed. 

As representatives of independent business we are aware there can never be 
unanimous agreement on all points. We remember that America’s founders were 
almost evently divided on the Constitution. We urge that the same resolve to 
compromise which operated in those days of statesmanship be accepted by all 
concerned with this present issue. 

The two bills described in section Il1I—one introduced by a Republican, the 
other by a Democrat—are so close in concept as to require only a little yielding 
on each side to reach common middle ground. Both appear to have the virtue 
of preserving present revenue levels while giving substantial assistance to the 
smallest firms without imposing severe penalties on the large. 

As shown in the table headed “Earnings on Stockholder Equity,” above, small 
corporations have paid higher effective rates than large in each year except those 
when excess-profits rates applied. 

From the above, it appears obvious that proposed revisions will do no more 
than bring balance and equity to the small firm—not special privilege. 

The fact that so little of total corporate income now goes to small firms is the 

asic reason why substantial tax relief can be given to these smaller companies 
without seriously impairing total Federal revenue. And a very small increase 
on rates applicable to earnings in excess of $100,000 will mean no Federal revenue 
loss at all. 

We urge the spokesmen for large business to objective consideration of this 
proposal. Large business needs small business to preserve its own freedom. 
xiven a choice between incentive taxation with a slight rate increase on the 
largest firms—or harassment in the form of new antitrust penalties—we feel 
the choice would easily be made. Once small business is given the opportunity 
to grow and compete on even terms, the need for antitrust laws will, we are 
convinced, disappear. 

What all of us want is a truly competitive free enterprise system. Our largest 
firms grew up when the tax burden could be easy on all. It is not too much to 
ask that the younger organizations be afforded the same opportunities for growth 
which once were known as the essence of Americanism. 

We urge the leaders of both great parties to put aside partisanship to bring 
action now. 
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Mr. Mauony. SIA has also suggested possible use of a standard 
business deduction or a deduction for additional investment, or both. 
They believe, however, that any such deductions should be made effec- 
tive for all companies, just as personal exemptions apply for all indi- 
viduals. Their reasoning is again based on fair play, since the rela- 
tive benefit to the largest companies will be pretty small, but there is 
no fair way to draw a ‘line to say that all companies over a certain size 
are too big. 

SIA has not recommended increased exemptions from the surtax, 
if this is to be the only remedy, because that could not possibly help 
the smallest businesses. What very few people seem to realize is that 
6 out of 7 corporations either lose money or make less than $25,000 a 
year. None of these companies would benefit from this proposed 
remedy. In conjunction with other remedies, such a measure would 
be supported. 

A reduction in the corporate normal tax would be more of a help, 
but not much. Last year there was a bill introduced to reverse the 
normal tax and surtax rates and our people said if this was all we 
could get, then pray for it, but it would hardly scratch the surface 
where the need was greatest. 

Let me tell you br iefly about my own company. I started in busi- 
ness 6 yearsago. For 23 years before that, I was an employee. Dur- 
ing the last 10 of those years, I was in a supervisory capacity with a 
large : aircraft company, one of the major companies. Six years ago, 
T took my savings to strike out on my own. It grew a little by my 
w oe 12 to 16 hours‘a day, 7 days a week, and during the first few 
years, I did pretty well on paper. I would like to state now, this is 
a company, not a corporation, and this $67,000 is also the value of my 
real property, my home, and so on. 

My company does highly specialized work. We make technically 
complex aircraft and missile components, tricky tools, jigs and fixtures, 
one-of-a-kind experimental parts for airborne equipment in the re- 
search and development states. A couple of years ago, as an illustra- 
tion, we built an entire machine just to turn out one part, because 
nobody else could—or would—tackle the job. 

My machinery had a value of about $33,000 at the start of 1956. In 
the middle of the year, I took a big gamble. By investing in an addi- 
tional $30,000 worth of heavy used machinery and modifying it for 
a special use, I thought I could land a good contract, and I did. The 
machinery took every dollar I had. I paid cash, because I was aware 
that if I took it on a time-payment contract, I would still be paying 
for it in years when my volume of business would not support the cost. 
I borrowed money for working capital from the bank. 

Senator Humpenrey. When you say you borrowed working capital, 
did you borrow capital to pay that $30,000 ? 

Mr. Manony. No; working capital to pay my employees and for 
material, to pay my overhe: id expenses. The $30,000 I paid in cash. 

Senator Humrnnrey. It is not much of my business, but you can 
alw ays deduct interest as a business expense. Sometimes it is better 
to borrow—— 

Mr. Manony. That is true. But in borrowing working capital, it 
was for a shorter period of time, therefore, there was less interest. 

Senator Humenrey. For your machinery. From the little experi- 
ence, I know it is easier to borrow money and deduct the interest. 
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Mr. Manony. As I stated before, though, in my type of business, 
you might not be able to make the payment. 

Senator Humpurey. Well, if you had the $30,000 in cash, you 
could always set it aside and invest it 2 or 3 ways. 

I know you know more about it than I do. If you can invest $30,- 
000 in cash and get the earnings from that and borrow money and 
charge it off in your tax ac counts as rent on money as a deductible ex- 
pense. I have had to do that on occasion, and it works pretty good. 

Mr. Manony. I might say that in buying used equipment, used 
machinery especially, there is quite a risk, and the finance rates are 

‘ather high. The banks do not usually go for that ty pe of loan. You 
gotoa finance cor poration. In southern Califor nia, it is CIT Corp., 
and the rates are exc essively high, about in proportion to buying an 
automobile on the finance plan. 

Mr. Roosevetr. In other words, about 1 percent a month in payout 
interest. 

Senator Humrnrey. But again, I say, all interest charges or rents 
subject to the tax interpretation are a deductible item. 

Mr. Manony. It is money that has to be made before you can pay 
it. 

Senator Humpurey. I do not want to argue the point, but you 
already said you had the money. 

Mr. Manony. I invested the $30,000 that [ had. 

Senator Gotpwarer. The chances, though, are that he could not 
borrow the money for capital improvements. He can borrow it for 
operating expenses because he has invested his own money in the 

capital nes, and he has it in the form of security. If he 
kept the $30,000 for security or he invested it in $30,000 worth of 
equipment which a bank would lend on so he could operate, I im- 
agine your loans were 30-day loans, were they not ? 

“Mr. Manony. Close: 60 days; 60-, 90-day loans. 

Senator Gorpwater. How do you get them ? 

Senator Humrnrey. I am not going to argue the point, but, my 
gosh, a man who has got $30,000 in cash, he can go to the bank and 
borrow money. 

Senator Gotpwater. He spent the money. 

Senator Humpurey. He had money. [ am talking about holding 
the money, borrowing an equal amount of money to purchase the 
equipment. 

Senator Gotpwater. If $30,000 is doing him more good in the form 
of equipment, is it worth more as equipment than to get his money 
out of that and let the bank pay the money and get it back 

Senator Humrnmrey. I know men who have done it differently and 
do just as well. You can get 3 or 4 percent for your money on your 
deposit, you can pay 7 percent on the money you borrow, and you 
charge off the 7 percent as a business deductible expense. In the 
meantime, you have got your money in hand. You are getting earned 
income on it but not as much as the charge on the rent, ‘and therefore, 
you are better off on a deductible item on your income-tax statement. 

Mr. Manony. Well, go a little further along. I think I have 
some points here that will probably clear up that statement. 

Senator Humrnrey. O. K. 
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Mr. Manony. I will add, right now, sir, that at this time last year, 
I had 28 employees, and I made book profit of $53,000. On that 
profit, I had to pay Uncle Sam taxes of $20,700. 

Now I can hear some people saying $53,000 is not a bad profit 
for a fellow like me. Why kick about $20,700 in taxes? If the differ- 
ence was cash, or part of it, my business and I could live on; I would 
not have a kick. But, remember, I said I had bought $30,000 worth 
of machinery. Take that out of the § $53,000 and you can figure my 
“take home” profit at less than $3,000. 

Senator Hompurey. That is | Prov iding you are going to charge 
off all that machinery in 1 year. That just is not right. This is ex- 
actly—aunless this is a piece of equipment that has a 12-month life 
to it—you have no right in a statement like this, I say most respect- 
fully, sir, and I am not a novice in this because we do a little invest- 
ing on occasion, too, but we do not charge off investment on equip- 
ment in | year. 

Mr. Manony. I understand that. 

Senator Humpnrey. Therefore, to say you have a $30,000 invest- 
ment in machinery and $53,000 in book profit, and you only ended up 
$3,000, that is providing you are going to junk everything in the 
back alley at the end of the year. 

Mr. Manony. This is used equipment, and my understanding of 
the tax laws, through my accountant, is I must depreciate this equip- 
ment over the long-term method. 

Senator Humrurey. That is right. 

Mr. Manony. Of 10 years. Thirty thousand, depreciate 10 per- 
cent of that, is $3,000, and now we have a take-home pay of $6,000. 

Senator Humpurey. That is three more than you have here. Do 
not misunderstand me. I think we have to revise the matter of how 
you depreciate used equipment. But, I want to say there is no use 
of our pretending that this equipment is a loss, because for most. 
purposes, when we list in Dun & Bradstreet or any credit-rating out- 
fit our assets, we put in every piece of fixtures we have and list it as an 
asset. You can have two sets of books, but it is not always a good 
idea. You cannot have one set of books that lists up what your real 
worth is and another set of books over here—that is a little different. 

Mr. Manony. Well, I do not think that we are attempting to prove 
it here. I think, as I say, we can clear these things up. I am bring- 
ing out here that if it were possible to depreciate used equipment, 
and this used equipment that I am speaking of is at least 40 years 
old. It has probably been depreciated once or twice or three times 
prior to my purchasing this equipment, and if I had the capital to 
buy new equipment that would have cost me personally, borrowing 
or paying eash, over $200,000, I would have been able to depreciate 
this equipment by the sum-of-the-digits method in a very rapid time, 
and that is the point that I am trying to make here. ‘Perhaps my 
terminology isa little confusing. 

Senator Humpurey. There-is no argument between us about the 
matter of how to depreciate this matter. 

‘Mr. Manony. As the next paragraph states 





Senator Humpurey. [ agree with you on that. I am only trying to 
state what I have heard several times from witnesses in testifying t rat 
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equipment is not necessarily a liability after the first year. It is 
many times an asset. No matter what means of depreciation you used, 
and I do not think as business people, we ought to kid each other. 

Mr. Manony. I do not think I understand you, sir. 

Senator GotpwaTer. What was this piece of equipment ? 

Mr. Mauony. The major pieces of equipment—there were several 
pieces—I bought is a planer. 

Senator GoLtpwaTer. Heavy planer? 

Mr. Manony. Heavy planer. It will machine a piece of material 
6 feet by 6 feet by 20 feet. I could not find anything on the local 
market that was within the right price range, and we scoured the East 
and found this in Hamilton, Ohio. 

Senator Gotpwater. Do you have further use for it ? 

Mr. Manony. This machinery has not been in operation over 10 
hours in the last 5 months. I am in the aircraft-tooling manufacturing 
business, and when they build a new airplane, and they require 
tooling for making their large spar mills, I have that equipment. 
When they are not making aircraft tooling, I have no use for that 
equipment. Neither does anybody else. 

Senator Gotpwarer. Do they not allow more rapid depreciation on 
aircraft equipment? Is that right, or am I wrong? 

Mr. Manony. I do not know, sir. 

Mr. Erickson. That depends on the contract, Senator, and prob- 
ably not in his case as he is describing it. 

Mr. Manony. I am a subcontractor. 

Mr. Sruuts. You would probably have great difficulty in getting 
yourself a certificate of necessity for rapid tax amortization. 

Mr. Manony. My accountant advises me it is. I have sat down 
with him and beat on his desk, and said, “This is not fair.” But that 
is all I can do. 

Mr. Sruurs. The point as I understand it, Mr. Mahoney, that you 
are making in this statement is largely that, although the profit picture 
looks good, you do not have much left at the end of the year to put 
into the business, and put a little more flesh on the bones of your 
business. 

Mr. Manony. I paid my income tax for last year out of my income 
for the first quarter of this year. 

Mr. Srutts. Robbing Peter to pay Paul, as the Bible says. 

Mr. Manony. To sum it up, more important, the heavy tax took 
away the cash that I might have used to fortify my business. 

Today, with the heavy cuts in subcontracting, my shop is down 
from 28 to 6 people, and I might say is now down to 4. And we just 
do not have any work. I do have a new product we are working on 
at the present time myself, in my spare time, and I am going to try 
to put it on the market and I feel there is a good market for it. 
If I have enough money left, I am going to do it. 

To sum up, I think it is high time that small companies were given 
enough of a tax break so that they could survive in tough times and 
have a nest egg so that they could probably grow a little bit. 

Senator Humrurey. Any questions, Senator Goldwater ? 

Senator Gotpwarter. No questions. 

Senator Humrurey. Congressman Roosevelt. 

Mr. Roosrvett. Mr. Chairman, as sort of a byline to Mr. Mahony’s 
statement, I would hope that maybe sometime this committee or the 
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appropriate committee would look into the business of the falloff in 
subcontracting, especially in the aircraft business, because it has come 
to my attention, and I believe it is a correct statement, that many of 
the aviation companies have looked forward to doing much of the 
repair or rejuvenation business on existing equipment of their manu- 
facture, and that as a result of the Air Force’s continuing to do this, 
this work is not now available to the aircraft industry. And this, I 
believe, is correct. 

Mr. Mahony, you can probably tell me if it is. 

Mr. Manony. It is correct. 

Mr. Roosrverr. And if the Air Force would give up the direct 
doing of this work and would return it to the communities of the 
original manufacturer of the plane, it would help a great many of 
these submanufacturers and small business of these lar ger aircraft 
concerns. And I hope that either your committee or our committee 
will look into that. 

Senator Humpnrey. I think Senator Thye’s subcommittee of our 
full committee made a study of this. 

Mr. Roosrvetr. This has really happened in the last 6 weeks. 

Senator Humpnurey. Yes, because of the cutbacks. 

Mr. Rooseverr. It is rather an emergency situation and deserves 
special attention rather soon. 

Senator Humrurey. Anything else? 

Senator GotpwarerR. This is entirely off the subject, but you have 
brought up an interesting point, Jimmy. 

[rather doubt that turn ning this back to the parent companies would 
result in more work for the subcontractors. I think the subcontractors 
might find themselves eventually gobbled up. 

Mr. Roosrverr. Let me give you an example of it. The North 
American Co. here in Los Angeles spent a good deal of money getting 
ready for modernization of a particular type of aircraft of which 
they were the original manufacturer. They had laid out contracts 
for a good deal of sube ‘ontracting work in the area. The Air Force 
had assured them this would be the Air Force program. They 
changed that entire concept, and the Air Force has kept all of the 
modernization program within Air Force facilities, which means that 
this is not so. 

I admit I only know of this one instance, and it may not be as 
broad as I think it is. 

Senator Gorpwarer. I think, of course, the one I was thinking 
about as I was talking was in connection with North American, too, 
where the Air Force “kept the specifications on one piece of equip- 
ment that has given North American nothing but headaches, whereas, 
if North American had been allowed to deve elop this particular part 
of the airplane, I feel they would have eventually built it themselves, 
because it was such an important part. Most of the bugs in this par- 
ticular aircraft were the fault of the Air Force in insisting upon an- 
other subcontract for making a part that North American could have 
made better. 

Mr. Roosrverr. I agree with you, but North American in turn 
would have given it to a subcontractor that they controlled and that 
they had done business with and had set specifications for, and they 
knew how they did the job. And I agree with you. I think North 
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American would do much better than having the Air Force do it with 
a subcontractor that North American knew nothing about. 

Mr. Manony. We have proven our value, gentlemen, to the aircraft 
companies in the past. 

Senator Gotpwater. Just my own information is that the answer 
is they would gobble it up. 

Mr. Roosevettr. They might. Of course, they are doing it anyhow 
just to survive themselves. 

Senator Humpnrey. Mr. Mahony, you wanted to make another 
comment ¢ 

Mr. Manony. Just for a moment. Equipment such as I have pur- 

chased, when there is a need, it is very high premium; when there is 
not much work for it, it is a big piece of equipment, requires a lot of 
space and takes many thousands of dollars to even move it from one 
location to another, and its price is just slightly above junk. That is 
a fact. 

Senator Humpurey. I can appreciate that. 

Mr. Manony. And therefore, it is a bad risk for a loan company to 
give a long-term contract. 

Senator Humpurey. I notice, too, in the statement where I was 
questioning you and taking issue, that you used the protective phrase 
of “take home profit” which is a little different than just long-term 
profit. 

Mr. Manony. That is right. 

Senator Humpnrey. That is the actual yearly cash in hand profit 
that you have. 

Mr. Manony. That is right. 

Senator Humrurey. Yes, sir. Was there anything else? 

Mr. Manony. No, sir. 

Senator Humrnrey. Thank you, very much. 

The next witness is Mr. Giauque. Would you identify yourself as 
to egg occupation, your address, and so forth. 

Mr. Gravque. Yes, sir. 


STATEMENT OF LESTER C. GIAUQUE, MANAGEMENT CONSULTANT, 
LOS ANGELES, CALIF. 


Mr. Giavuqur. My name is Lester C. Giauque. I have a business 


address at 810 South Spring Street, Los Angeles. I am a manage- 
ment consultant by profession as well as an instructor at the Uni- 
versity of California at Los Angeles. 

Senator Humpurey. What de ~partment are you in there / 

Mr. Giaveve. Business administration. 

Senator Humpnrey. Business administration. Thank you. Go 
right ahead. 

Mr. Giavuque. I would like to state that as I am speaking in this 
report, I am not doing so as a tax expert nor as a tax consultant to 
clients. My exposure to these tax problems is a side issue to the mat- 
ters that are brought to my attention by overall management problems, 
and therefore, I am not a tax expert, and I do not want to leave the 
impression I am speaking as a tax consultant. 

The effect of present Federal taxation on small business is evident 
in three basic areas. First, the financing of growth or expansion of 
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the business. Second, the problems relating to building reserves to 
meet cyclical trends and to provide for product development, and 
third, the difficulties encountered in administration of the tax laws. 

The small-business man’s major tax problems appear to fall into 
these three groupings, based upon my experience with this type of 
business. I do not believe that these problems necessarily are unique 
to small-business men, but undoubiedly their impact is more signifi- 
cant upon small than upon large business. I believe that the adversity 
of the present tax laws and their administration is a serious deterrent 
to the growth and financial stability of a small business. 

During the past several years, many businesses starting in the 
Los Angeles area have grown so tast that they have far outstripped 
their financial ability to handle this expansion. Consequently some 
ure in precarious financial status, to the point where an impatient 
creditor, who may be another small-business man in like financial 
circumstances, could close the business and force it into bankruptcy. 
It is paradoxical that success, as represented by increased sales volume, 

‘van throw a business into serious financial difficulties, but it does 
happen. 

1 am familiar with a company organized 2 year ago with $50,000 
of private capital. ‘This was a service concern, so that these funds 
were expended half for office furniture and equipment and organiza- 
tion expense, and the other half for working capital. The gross 
income for the first year was $250,000 and returned a 10 percent profit. 
The owner paid approximately $7,200 income taxes, and withdrew 
for his family expenses about $12,000. Thus he left about $5,800 in 
the business which just about met his obligation to retire the financing 
that started the business. Thus, his working capital did not increase 
although the sales volume was up 25 percent the second year. Since 
the capital requirement is long-range, bank credit, although available 
to some degree, was not advisable. Creditors, unwillingly, are pro- 
viding the capital through fairly large accounts payable. 

Had the owner paid taxes on his withdrawals only, the tax would 
have been approximately $2,700, thus freeing $4500 to be retained in 
the business as working capital to finance growth. The logical de- 
duction is the suggestion to tax the drawings of the owner “and not 
the profits ret tained in the business. 

Many small businesses are started with less favorable repayment 
schedules of initial capital than the case recited. In these instance eS, 
the business volume would actually have to decline in order to main- 
tain working capital to meet normal cash requirements. Since this is 
contrary to the ambitions of the owner and his interest in starting the 
business, it serves to discourage the attraction and investment of capi- 
tal in small business. 

The building of reserves to meet cyclical, and even seasonal, fluctua- 
tions in business activity is not encouraged by the present tax struc- 
ture as it applies to small business. Similarly, investment in the form 
of organization expense or product development expense is beyond the 
financial ability of many small businesses because of the nonexpense 
nature of some of these items and the delayed writeoff of others. 

As illustrated in the example recited earlier, the entire profits often 
are insufficient to maintain nominal growth for working capital, leav- 
ing nothing available for reserves or further investment. This situ- 
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ation results in extreme vulnerability to even a slight tightening of 
the economy, and an increased susceptibility to creditor action. 

At a meeting of the American Management Association in Janu- 
ary 1955, a panel of experts on small business matters stated that the 
development of management and the development of products are 
the two imperative activities of every small business today to assure 
that it will be in operation tomorrow. Thus the encouragement of 
capital investment in product development through expense allowance 
in the tax structure appears to be important for stabilizing small 
business and giving it a chance to meet the research and development 
activities of its larger competitors. 

Senator Humpnrery. I would just like to interrupt here as a con- 
sumer of goods and say that the best advice I can give to a business- 
man is to give service. Quality products are everywhere. The 
American manufacturing establishments make quality products. It 
does not make much difference what kind you get; it is quality, if 
you pay quality price. If you want a two-bit item, you pay 25 cents. 
I mean, it depends on what you pay. I mean, if you want a $10 item, 
you pay $10. The question is what you get for service, and this is 
particularly true, I would say, in the large number of industries we 
have heard about, even from people who say that they have not been 
heard from, electrical appliances, household goods, all kinds of things 
that go to run the modern home. 

The woman today spends a great deal of the consumer money. She 
is in charge of consumer purchasing, and I venture to say, if I were to 
take a survey in this country of ladies, and asked what they feel the 
best thing to do for business, would be for them to say, “Just provide 
the service.” 

Mr. Gravaue. I believe in the comment or advice, of the validity of 
the service. 

Senator Humrnurey. I know we are all very busy people, with hus- 
band and wife frequently working, both of them, in order to meet 
high costs of living. You would like to be able to pick up the tele- 
phone and call up somebody to repair, and really repair it, and not run 
the screwdriver through the armature. It is just that simple, and I 
find most people are willing to pay if they get service. It is like 
in Congress, frequently, the two political parties do not disagree as 
much as some people think they do. The question is who gives the 
best service, and generally that fellow is reelected. 

Mr. Grauque. If there is a product to service. 

Senator Humenrey. Is that right, Barry? 

Senator Gotpwater. I hopeso. [Laughter.] 

Senator Humpurey. I think it is all so much service. It is even 
like servicing accounts. I know what you said here a while ago that 
somebody, sometimes we use the capital of our suppliers, and it is 
true. But it is servicing accounts, it is servicing the customer. It is 
servicing that person out here who buys that merchandise, and that 
is really the big difference. That is way many products, name 
brands, nationally advertised products, have such an advantage be- 
cause they have service outlets. 

Mr. Graveve. I think that would certainly hold true on a short- 
range, or year-by-year basis, but in conjunction with that, I am 
confident that the product must also maintain equal equality with 
competition. 
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Senator Humprurey. I was assuming, I felt that so many of the 
products today have a comparable degree of quality, and this is, I 
think, essentially true in what we call consumer items today, when 
you get into certain price brackets. Just between you and me, to 
make it quite public, the thing that galls me no end is the failure of 
people to follow through on service. They just want to sell it and 
back out we go. Well, that gets by when you have got people 
pounding at the door and they do not know what to do with that old 
money, but when that stuff gets a little searcee—— 

Senator Goitpwatrr. Can I go a little further? I do not think 
they even want to sell it. I talked at an Arizona automobile dealers’ 
meeting last year or about 18 months ago, and I reminded them, 
since 1939, no automobile salesman had called on me to ask if I 
wanted to buy a car. 

I use a car; in fact, I use two of them. In all that time, nobody 
tried to sell me a car. I had to go downtown and wake one of them 
up and ask, “Can I buy that car?” I said the first automobile deal- 
er who asked me to buy a car, I would buy a car from them. Three 
months later, I received a letter, and I bought a Chevrolet from 
him, and he nearly dropped dead. I think selling in this country is 
needed. 

Senator Humpurey. We try to sell all over television and radio, 
and what have you, which is a nice collective way of selling, but 
there is nothing like that personal contact, just coming up there and 
seeing them. 

Senator Gotpwatrer. Shaking hands. 

Senator Humpnurey. We are just a couple of disgruntled custom- 
ers. [Laughter. | 

Mr. Giauque. I am right with you, which is the reason, perhaps, 
a lot of small businesses start. I believe we can render the service. 

Senator Humrurey. I believe that is one of the great assets. 
That is true. 

Mr. Grauaque. Administration of tax laws. 

Perhaps the most difficult situation facing small-business people is 
the problem relating to the administration of tax laws enacted by 
Congress and put into operation by the Bureau of Internal Revenue. 
I have reference to the lack or tardiness of regulations, the changes 
in regulations, and the costs placed upon the small-business man to 
fight the interpretations through the courts. Although it is conceded 
that the administration of the tax laws may not be the concern of 
this committee, from the standpoint of the taxpayer, the law and the 
administration thereof, are one and the same problem. 

Senator Humpurey. Did you ever see that booklet published by 
this committee, Tax Guides for Small Businesses ? 

Mr. GravauE. I have not seen it, sir. 

Senator Humrnrey. The committee itself tried to do a little some 
thing about this, to try to simplify these regulations so they were 
understandable without necessarily going to a top-grade consultant, 
and I think we ought to really, this is a point that has been empha- 
sized, I think, almost universally, I think here is something we can 
bear down on a little bit more. 

Mr. Gravuque. The problem of depreciation can be used to illus- 
trate some of these difficulties. First of all, the regulations pertain- 
ing to the 1954 tax laws were not published until May or June 1955. 
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The proposed regulations defining certain aspects of depreciation 
were withdrawn in November 1 1955 and reissued in June 1956. The 
definitions as contained in June 1956 publications are substantially 
different than the old code, that is the code prior to 1954, or as con- 
tained in the proposed regulations issued in May or June 1955. In 
the meantime, of course, the businessman filed tax retur ns, ostensibly 
based upon his best knowledge of the law. 

It is recognized that the preparation of regulations based upon new 
law is time- -consuming and subject to different. conc epts. And yet 
the taxpayer seems to suffer the brunt of the flexibility of thinking. 
Ihave a case to illustrate this point. 

A small-business concern was being checked for its 1952 and 1953 
tax returns. This was a routine examination and perfectly in order. 
The agent determined a few discrepancies in depreciation practices 
and submitted a worksheet to the taxpayer showing adjustments and 
additional tax due. The taxpayer, although not agreeing with the 
agent, signed the worksheet and immediately gave him a check for 
the difference. Several months later, the Bureau disagreed with the 
agent’s report, and again recale ulated the tax, the primary difference 
being interpretation ‘of the depreciation provisions. Again the tax- 
payer complied, and paid the higher tax, although he disagreed with 
the findings. A year later the Bureau again disagreed with its own 
findings on the same issue, and this time the taxpayer decided to 
object legally, and the matter is going to the courts. It is expected 
that attorney fees will be at least $10,000 plus a substantial amount 
for analytical expenses by the company’s own personnel. 

Senator Humrurey. He ought to sue the collector. 

Senator Gotpwarer. He cannot do it. 

Senator Humpnurey. I know it. I said he ought to. 

Mr. Gravuque. Somewhat satirically, this businessman said, and he 
spoke with considerable knowledge of tax cases pending in the courts, 
that the intent of Congress to encourage capital investment through 
alternative depreciation allowances, can and, in his opinion, will 
result in action directly contrary to this intent, through regulations 
adopted by the Bureau. 

The significant points intended in this section of my report are: 

(1) To emphasize the importance of practical regulations that 
allow the taxpayer to live within the law, without being subject to 
different interpretations, at different times by different people assigned 

to administer the law. 

(2) A means to avoid the heavy expense, both in time and money 
affixed to the small-business taxpayer, in fighting through the courts 
a point of law or interpretation. The expense is waste to the tax- 
payer, waste that he can 11] afford to assume. 

In summary, the owner and manager of a small business wishes to 
avoid the expense of uncertainty regarding taxes and the expense of 
proving his interpretations if they are reasonable in view of the infor- 
mation available at the time he incurs the tax li: ability. Retroactive 
adjustments.or assessments often are beyond his financial ability to 
accept. 

Senator Humpnurey. Senator Goldwater. 

Senator Gotpwater. This does not come within the purview of 
this committee, but just so it might be kept as a note, several people 
have suggested to me that attorney fees that one acquires because of 
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suits involving the Internal Revenue Bureau should be deductible, 
and I am going to study that with the idea of possible legislation to 
that point. I feel as a businessman who has been through several of 
those suits, that it is the Government’s fault, and not mine, and I 
ought to get my money back, at least what I paid the attorneys so I 
just mention it to you because I know you are interested in that, and I 
might visit you someday in regard to this. 

Senator Humpnurey. Particular ly, it seems to me, where you have a 
case such as you cited here, which is an incredible set of circumstances. 

Senator Gotpwater. The books are full of them. 

Mr. Giavaur. It is true. 

Senator Humrnrey. I know that. Again I say that as Members 
of Congress, we hear a lot of these things through our mail and 
correspondence. 

Congressman Roosevelt / 

Mr. Roosrverr. Mr. Chairman, I also would like to add, I think, a 
small point which does not come within the purview of the committee, 
which is the practice today to make the individual taxpayer pay in- 
terest on the amount to be adjudicated through no fault of the tax- 
payer. It takes months and months and months, and in the meantime, 
the t: axpayer pays the interest, and to me that is an absolutely unfair 
provision, and something should be done about it somewhere down the 
line. 

Mr. Srunrs. Conversely, if you are assessed too much, pay it, and 
ask for a refund, you do not get interest. 

Mr. Roosrveit. Theoretically, I do believe you get interest from 
the Government on refunds. 

Senator Humpurey. You used to. 

Mr. Stuirs. I do not believe you do. Not when you take a case 
through the Tax Court and get an opinion in your favor. I believe 

you get—I mean all the period of litigation—you get no interest on 
it. Is that right, Mr. Giauque ? 

Mr. Grtavuque. It is my understanding, but I could be wrong. 

Mr. Roosrvert. Mr. Chairman, I would like to suggest for the indi- 
vidual tax return you now have a shortened, simplified form for the 
taxpayer with a limited income. 

It would seem to me the same principle should apply to the small- 
business man of limited income, let us say $25,000 or less, and he 
should be able to make a simplified tax return without much of the 
redtape and justification for his computations and so forth, subject, 
of course. always to the fraud penalties he would normally be sub- 
jected to, and I would hope the committee would be able to recom- 
mend it to the Finance Committe. 

Mr. Gravque. This particular businessman stated, if I can inter- 
ject a thought, if he ran his own business with the same lack of deci- 
sion as evidenced in the Bureau, he would go broke the first year. He 
must maintain, make his mind up, stick with it and live by it, and the 
flexibility of thinking is contrary to good business practice. He be- 
lieves the Bureau should be able to make up its mind, also. and tell 
the small taxpayer so that the taxpayer would be able to live within 
the law. 

Senator Humprrey. T wish to thank you very much. ‘Your testi- 
mony has been exceedingly helpful. 

Mr. Gravque. Thank you. 
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Senator Kucuet. Mr. Herman Kranz, Morris Furniture Manufac- 
turing Co. 


Come forward, Mr. Kranz. How are you? It is nice to see you. 


STATEMENT OF HERMAN KRANZ, PRESIDENT, MORRIS FURNITURE 
MANUFACTURING CO., LOS ANGELES, CALIF. 


Mr. Kranz. I would like to read from this statement I have, for the 
purpose of speeding it up. 

My name is Herman Kranz. I am president of Morris Furniture 

Manufacturing Co., 4433 South Alameda Street, Los Angeles. We 
employ about “150 people. I am a past president of the Furniture 
Manufacturers Association of California, an organization of almost 
200 furniture producers in California. 

The furniture manufacturing industry in this State is typically 
small business. There are over 600 employing units in California 
with a total employment of approximately 17,000, or an average of 
less than 30 per unit. 

Senator Gotpwarer. Pardon me, Mr. Kranz. What percentage of 
the total furniture manufacturing of the country would you say 
California does? 

Mr. Kra> z. Well, it would be a guess. I believe our last figure 
was about $300 million out of a total of about a billion and a half. 
So it is possibly 20 percent. We rate as a large part in total produc- 
tion, but distributed over a great many indiv idual small units. 

Senator Gorpwarer. And fairly well limited as to style and type; 
is that not right? 

Mr. Kranz. No; rather broad. 

Senator GotpwatTer. It is? 

Mr. Kranz. Because, being so many individuals, the way they are 
in business is because they cater to specialized needs largely, rather 
than competing with the larger manufacturers who have higher pro- 
duction facilities. 

Senator Gotpwater. Thank you. 

Mr. Kranz. While these units cater largely to the needs of the 
immediate retail requirements, that is, the stores in this immediate 
area, the ease of transportation of our particular product makes 
our area of sales readily accessible to very large units from other 
sections of the country. 

These operate at considerable advantage over us, as to lower wage 
rates, local tax rates, and greater accessibility of raw material. This 
has made it possible for these larger units to manufacture to such 
economic advantage that they are able to offer such competition 
as to limit the growth of the local industry. 

Some of these problems can be of fiset and are offset by increas- 
ingly efficient operating methods, but in order to avail ourselves of 
these improvements it is necessary increasingly to reinvest capital 
in our businesses, and this capital can only be obtained from the re- 
tention of earnings. 

Under these circumstances, the tax structure as it exists today, 
where it drains off so large a part of the earnings of the industry, 
makes it extremely difficult for such reinvestments to take place and 
increases the problem of remaining in business in the face of com- 
petition from these highly efficient large units. 
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I might quote in this connection from a Seidman & Seidman ac- 
countant’s report—taken from Davis Furniture Marketing (1957), 
at page 32. 

Fite over $25 million which is large in this business, 6.98 per- 
cent, and down to $500,000 to $1 million, which is where our units 
are included, which is 2.17 percent. 


ExHIsitT 12 


Variation in profits by size of firm, 1955 
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After-tax profit margin 
on sales 
Sales volume a eee 
|} 1955 | 1954 
Het a sini ataieeniies oh dabed se 
| Percent | Percent 
Over $25,000,000_ _ - : ; 6. 98 | 5. 60 
$5,000,000 to $25,000,000 _ . - ; ee 4 ee 4. 66 | 3. 89 
$2,500,000 to $5,000,000 _- ‘ | 3. 20 2.11 
$1,000,000 to $2,500,000 - - ; ; | 2. 28 | 1.71 
$500,000 to $1,000,000 7 ; wanke 2.17 | 1. 52 
Less than $500,000... ...- : hia ce pe : : : 09 | . 38 





Briefly, this indicates that on a sales volume of over $25 million, 
peony after taxes on sales in 1955 were 6.98 percent, and on units 
doing business in the $500,000 to $1 million bracket, profits after 
taxes dropped to 2.17 percent. 

It is clear from this that the larger manufacturer on his larger 
volume earns, percentagewise, over three times as much as the smaller 
unit on his smaller volume. 

The need of some assistance to the small manufacturer is obvious; 
and unless something is done to help him, all small manufacturers 
will find themselves confronted with the situation which we see today 
in the automobile business, where in the twenties there was a large 
number of producers in operation, while at the present time we are 
reduced to the Big Three. 

Many suggestions have been made to this committee in connection 
with what can be done to help the small manufacturer, among which 
- following would be very helpful: 

To permit estate taxes to - paid in installments over a period 
Ps years: Any help in this direction will be of considerable assistance 
to the many small corporations where the ownership is vested in 
relatively few members. On the death of any one of these, the re- 
quirements for estate taxes can become extremely onerous, and the 
lengthening of the time and the method by which they can be paid 
would be very helpful. 

Treatment of depreciation reserves: While the Revenue Act of 

19! 5 has been of considerable help as regards computation of depreci- 
ation reserves, the nature of much of the equipment and the rapid 
depreciation due to new methods make it desirable that administra- 
tively the Internal Revenue Service treat such depreciation reserves 
in as understanding a way as possible. 

Increase exemption of corporate income subject to surtax: At 
this time this exemption is limited to $25,000, before the 22 percent 
surtax is effective. In view of the high cost of new equipment, as 
has been testified earlier this afternoon, and plant facilities, an in- 
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crease of this exempt amount to $50,000 would be of considerable 
value. 

We cannot ask for the moon, but I think we ought to ask for 
help in an area where it is possible. 

Many new techniques are becoming available. Without reserves to 
draw from, it is increasingly difficult to avail ourselves of them, thus 
putting small furniture manufacturers at increasing disadvantage. 
It is vital to the continued existence of our industry that these im- 
provements be made. 

4. Finally, an overall reduction of both corporate and personal 
taxes: This has been approached in various bills put before Congress. 
We, of course, recognize both as manufacturers and as individuals 
that high taxes are a necessary accompaniment of our present-day 
way of living. However, a planned approach toward a reduction in 
the overall tax structure would at least have the merit of supplying 
an aim which we could attempt to achieve. 

The Furniture Manufacturers Association of California has gone on 
record as recommending the adoption of one of these bills, H. R. 6452, 
which would supply the framework of an over-all reduction in taxes 
over a period of 10 years. 

It is our feeling that this is a direction that should be followed, 
and that by knowing in advance the amount of the income available 
each year it will be possible for our administration to more realis- 
tically plan its budget. 

It is well known that there is a marked tendency, which almost takes 
the form of a law, for governmental expenditures and operations, by 
their very nature, to increase; and unless a strong pattern can be 
imposed upon this facet of our economy, it is impossible to change this 
direction. 

For this reason it is our belief that a long-term tax reduction plan 
is of the utmost importance to maintain the overall economy of our 
country at a level which will insure its continuity of prosperity. Of 
course, this will help small business and large business. 

The importance of our taxation structure to our over-all economy 
is difficult to follow through in all of its manifestations. However, 
we must recognize one very important issue: The very basis of the 
principles that activate people of the United States is the possibility 
that a workingman can become a small-business man and that a small- 
business man can become a larger businessman. 

Taxation must not be so onerous that it interferes with this process. 
The only way these changes can take place is by savings in the case 
of the individual or earnings in the case of a corporation. And if 
taxation is continued indefinitely on such a basis as to prevent this, 
the very nature of our political and economic structure becomes 
threatened. 

It is my belief that an acceptance of some of the recommendations 
I have made would help to continue this country in the strong path 
of economic and political security that has made it the emulation and 
envy of the world. 

Senator Kucner.. Senator Humphrey ? 

Senator Humpnrey. Nothing at all except to thank Mr. Kranz for 
his reasonable references. I believe he is being practical in some of 
these suggestions. 

Senator Kucueni. Mr. Roosevelt ? 
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Mr. Roosrvetr. I would like to echo what Senator Humphrey said, 
and would like to refer to the table, which is rather frightening. On 
less than $500,000, the after-tax margin on sales is 0.09. It points up 
the fact that perhaps this is one of the reasons why we are going 
toward mergers, where the small-business man just does not have 
enough margin Teft to go on. 

Senator Hu MPHREY. “One point I know that has not been adverted 

), because it is such a burdensome problem, is the impact of State 
aa local taxes as well. We have been discussing the Federal tax 
structure, but I am sure many of these business people recognize that 
with the tremendous needs for new public facilities, particularly 
schools and hospitals, roads, streets, storm sewers, water systems, and 
so forth, our local tax burden has become a substantial item in the cost 
of doing business, and States taxes are likewise. 

I noticed the U.S. News & World Report recently had an article on 
what had been happening in public expenditures, and even though 
you—well, in light of the budget this year, we did make some cut- 
backs; you can argue about how much they were. There has been 
some argument. The fact was, there was a substantial amount of cut- 
back from the recommended budget. 

But even then, when you got down to local and State taxes and got 
down to it, the total was not cut down very much because it kind of 
crept up locally. And I feel sure some of the men who know they 
have to pick up the tab on some of these local taxes know what I mean. 

Mr. Kranz. That is why I made reference to overall planning. I 
think without planning, neither a government nor business can oper- 
ate successfully. And while we have been operating in the area of 
expediency in the period of the last 10 years, the time has come when 
we must have an overall plan. 

This is what we are aiming for, this is what you are going to have 
the next year and the year after, barring unusual cireun stances. We 
know what the international situations are, and abrupt national ones, 
that would take immediate adjustment; but still, with a basic plan 
we could go somewhere. 

I mention this thing about the danger of eliminating this possibil- 
ity of the small man hoping to get larger. 'To me, the whole basis of 
the American economy is the fact that boys working in my plant can 
come to me and say, “I hope to open a little shop,” and a fellow who 
operates a little shop says, “I am going to have a factory one day.’ 

And if he cannot do that by retaining earnings and this hard work 
that one of the other men mentioned—you have got to have the two, 
you have got to have the long hours and willingness to sacrifice, and 
savings is one of those sacrifices because it means keeping from your- 
self what you would like to have right at the immediate moment. 

To take issue with you on your statement previously, an enormous 
amount of the effort in this country is dedicated to selling people 
things. Every time I open a paper, or turn a dial, or look at anything 
somebody is trying to sell me something; somebody is trying to make 
me unhappy, unhappy with what I have got. That is the basis of 
selling. 

Senator Humrenrey. I do not disagree with that basis at all. It 
is because of the degree of competition that I think the personal ele- 
ment is still a fundamental factor. Let us face up to this. 

(Off the record. ) 
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Senator Humpenrey. You may continue. 

Mr. Kranz. I take issue with one of the other men who did not 
want to take a position on behalf of the small-business man. I think 
it is vital. I think it is important that there be a small-business man, 
because if it should ever happen that we do not have, then we have 
not got the United States as we envisage it. 

Senator Kucuen. Let me say this, Mr. Kranz: I think that is a 
good statement. I know just a little bit about your furniture indus- 
try in California, enough to be able to share with my colleague, 
Jimmy Roosevelt, and the rest of us, a great deal of pride in what 
the furniture industry has done for California, and I might say to my 
brother from Minnesota and my western brother from Arizona that 
we in California, so far as dealing with the Government is concerned, 
ask fairness—period. Nothing more than anyone else; nothing less 
than anyone else gets. 

Senator Humpurey. Youare doing well. [Laughter. ] 

Senator Kucuer. And the furniture industry, I think, in the last 
year has been treated a little bit more fairly in our Nation’s Capital, 
for which I am grateful, and I know Senator Humphrey, if the occa- 
sion arose, would give his monumental effectiveness from his part of 
the country in promoting that fairness. 

Senator Humpnrey. Yes, Senator. 

Senator Kucuen. I am inclined to think, because I think the gen- 
tleman there whose success story is as great an attribute to the 
American system as anything I can conceive of, actually I do not think 
objects to the type of graduated Federal income-tax legislation that 
would take into consideration the difference between small businesses, 
as demonstrated by their net worth, and more particularly for tax 
purposes by their income, and larger units, and I think it well may 
be that one of the considerations of this committee will revolve around 
the amount of money on which surtax rates either are lessened or 
eliminated, in comparison with what they are today. 

Thank you, sir. 

We have one more witness, Mr. Joseph Wolf, of Mission Kleensweep. 

Mr. Roosrvetr. Mr. Chairman, Mr. Wolf sent me down his testi- 
mony, which he would like to have incorporated in the record, if that 
is convenient. He thought that would save the committee’s time. 

Senator Kucner. Fine. Without objection. 

Senator Humpurey. Is Mr. Wolf here? 

Mr. Roosrvett. He is not here, but he has included something within 
his testimony, something which is a little different. I merely call it 
to your attention. He has included here a suggestion which, in his 
words, would provide for deductions on the basis of the percentage of 
profits earned against the annual volume of business, and he has 
submitted a table which might be of some interest inasmuch as it is a 
somewhat different approach to the problem. 

I have obviously not had time to study it, but I would like the 
privilege of submitting it to the committee for the record. 

Senator Kucuet. It will be incorporated in full in the record of 
these hearings. 
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(The statement referred to follows :) 


STATEMENT OF JOSEPH Wo.Lr, MISSION KLEENSWEEP PRopucts, INC., 
Los ANGELES, CALIF., SEPTEMBER 18, 1957 


SENATE SMALL BUSINESS COMMITTEE, 
Federal Building, Los Angeles, Calif. 

GENTLEMEN: With reference to the tax problems of small corporations, I find 
that in discussing this problem with operators of other small corporations their 
problem are identical to ours. 

As an illustration, many of us are growing and earning a fair profit. This 
profit looks good on paper, but actually it is only a paper profit and shows up 
in inventory and receivables, but no additional cash. When tax time comes, 
many small corporations have the problem of raising cash to pay these taxes. 

As a personal problem right now I would like to replace two trucks with new 
equipment, but am reluctant to do so until I feel certain that I have enough 
money to pay the taxes in March 1958. In the meantime, it is costing money 
to keep these trucks in operating order. 

Since we do not have the benefit of fast writeoffs, expensive tax consultants, 
or special loopholes which would enable us to retain a little more of the cash 
in the corporation, we need some help such as deductions on the basis of the 
percentage of profits earned against the annual volume of business, such as I 
have outlined herein. 

May I please express my appreciation to you for taking the time to review 
the problems of small-business men such as myself. 

Respectfully yours, 
JOSEPH WOLF. 

(Table accompanying Mr. Wolf’s statement follows. ) 
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Mr. Roosevettr. Also, Mr. Chairman, I mentioned earlier a state- 
ment from a Mr. Jules Lindenbaum in my district, which deals 
with a somewhat different topic of excise taxes. May I put it in 
the record and simply ask, if it does not come within the purview of 
this committee, that perhaps it be forwarded to the proper committee, 
because it does have some interesting aspects in relation to the impact 
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of excise taxes, and particularly of certain luxury taxes, on the overall] 
picture of certain small businesses. 

Senator Kucuet. That will be the order, and the Chair suggests 
that the staff communicate with the gentleman. 

(The statement referred to follows :) 


STATEMENT OF JULES LINDENBAUM, RETAIL JEWELER, SANTA MONICA, CALIF. 


To the Senate Small Business Committee. 


GENTLEMEN: My name is Jules Lindenbaum. I am a retail jeweler and, as 
such, one of the countless small-businessmen in the United States who seeks to 
provide for himself and his family, provide employment, maintain a channel of 
distribution for the merchandise which flows from the Nation’s factories, and who 
endeavors to build and hold an honorable and worthy place in his community. 

It is an honor and a privilege to speak to you, through the good offices of Repre- 
sentative James Roosevelt, and I feel that I speak not only for myself but for 
some 30,000 retail jewelers, and watch and jewelry repairers, who face problems 
very similar to my own; any difference which may exist are those of individual 
enterprise, and of the community in which it operates. Further, I feel I also 
speak for more than 2,000 wholesalers of jewelry merchandise and for some 
2,300 manufacturing jewelers. They, too, are almost all small businesses in 
terms of the number of employees, their capitalization, and their sales volume. 
And what the retail jeweler does, has a direct bearing on what they do—or what 
they do not do in the way of employment and use of raw materials. 

AS a member of the board of directors of the California State Retail Jewelers 
Association aid as a member of the board of directors of the National Jewelers 
Association for the past few years, I’ve had the opportunity of visiting many of 
the jewelers throughout the United States and discussing our problems. 

As a retailer I have virtually all the problems of any merchant—all those of 
overhead, of buying and selling, of credit and collection of my accounts, of keep- 
ing my credit satisfactory to my suppliers and of paying my bills, and of vast 
amounts of paperwork with their demands for accuracy and promptness. 
Fortunately my business is large enough to permit me to employ help with the 
paperwork, but for many jewelers whose operations still are smaller than mine, 
this must be another matter for personal attention, done after business hours, as 
a struggle with figures which the man would prefer to forget, in the time when 
he should be relaxing to build up his energies for the next day’s competitive 
battle for a share of the consumer’s dollar. In addition to these problems— 
which, since they are thoroughly familiar to the members of the Senate Small 
susiness Committee, and will doubtless continue to be deplored or regretted by 
all who may appear before you—I, and my fellow jewelers, face one additional 
burden: the continuance of the Federal excise tax on the retail jewelry business. 

The history of the excise tax also is well-known to you. It was imposed in 
wartime as a revenue measure and as a means of restraining consumer buying 
to some extent. Although those who formulated the tax believed they were im- 
posing it on a luxury business, there were many products in the luxury class 
which were not included in the tax measure. 

Kssentially, the jewelry business is a gift business. Perhaps 90 percent of the 
things sold in our stores are used as gifts. This implies that gift giving, that 
sentiment itself, isa luxury. Yet other types of giftwares have not been taxed 
ceramics, glassware, etc., regardless of their cost to the consumer, in fact there 
is no end to the variety of products which may be used as gift items—and 
against all of them, the jeweler competes for a share of business. 

As for the term “luxury” it might still bear a little investigation and analysis. 
Are watches and alarm clocks a luxury, in an age when we're so thoroughly 
time-controlled as we are today? Is it overly luxurious to tax the graciousness, 
the pride of ownership of flatware which contains silver? Tradition, through- 
out the years, literally demands that the girl who becomes engaged receives from 
the boy she'll marry, an engagement ring, and then a wedding ring. Is senti- 
ment a luxury? Is there a valid reason for making romance and marriage any 
more costly than they are? 

Statistically, it is indicated that over 20 percent of the sales made in the 
average jewelry store amounts to less than $25 and these sales account for 70 
percent of the total store traffic. 

The reduction of the excise tax from 20 to 10 percent some time ago was a 
help—but relief is still needed with complete elimination of the tax. The con- 
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sumer is lured in many directions—cars, appliances, furniture, trips, sporting 
goods, and hobby items * * * that list is endless. The net result seems to be 
that he buys jewelry now as a necessity, as something he just must buy for one 
reason or another, and in a great many cases, he appears to seek merchandise 
which does not have this tax, or else he seeks to obtain his jewelry items from 
what is still a black market, where tax is avoided, thereby diverting trade from 
the legitimate retail jeweler who wants to be an honest member of the com- 
inunity and a good citizen. More than one jeweler has said, if I may quote, 
“Today you have to run like hell just to stand still.” And that is true, gentle- 
men. 

It may be said that the jewelry industry has been in a depression period for 
the last few years, while other industries, other retailing operations have en- 
joyed prosperity. Few of us, in comparison, have expanded our business opera- 
tions, have increased our payrolls, have invested in labor and materials for 
newer and more attractive stores, and the other elements of sound retail mer- 
chandising and promotion. This lack of spending, resulting from the reduction 
in consumer buying, in the jewelry business, has had it’s effects in the economic 
well-being of our respective communities. In the overall aspect, that may not 
have been important, however important it may be to us as individuals. But 
with the more general slowdown of business which has existed in many months 
of this year, and the possible continuance of what some cali a return to normal, 
it can be damaging. We still are responsible for moving goods that the 
factories are able to produce, apparently without limits. The key to national 
economic health seems to be selling the limitless production, and we have our 
share of this to do. Please don’t make it more difficult than it has been up to 
now, by continuing the Federal excise tax. 

I join with a number of economists, even some in Government, who believe 
that the reduction in revenue which would result from the elimination of the 
excise tax on jewelry store merchandise, would be more than offset by an in- 
crease in income tax revenue from the businesses and the individuals involved. 
I would welcome, as would every person whose livelihood comes from any aspect 
of jewelry manufacturing or sale, an opportunity to prove the truth of this be- 
lief. Some of the handicaps and obstacles to growth and progress are, admit- 
tedly, of our own making, but this major roadblock is not. Your consideration 
of its removal will be immensely appreciated. 

Thank you. 

JULES LINDENBAUM. 


Senator Kucuer. Senator Goldwater ? 

Senator Gotpwater. Mr. Chairman, might I suggest that the staff 
contact Mr. Wolf relative to what profit he is listing under the left- 
hand column. (See table p. 203.) Is it gross profit or net profit, 
profit on sales or profit on investment? Because I suggest. that he 
loes not go low enough. ‘Three percent today is a pretty good profit 
in many businesses. 

I just computed mine yesterday morning. It was 1.9. I am very 
proud of it, too, but it is mightly small. 

Mr. Srutts. Incidentally, Mr. Chairman, I might say to Mr. 

Roosevelt that in accordance with the practice of this committee, all 
of our testimony which is taken will be transmitted to the Ways and 
Means Committee, to the Finance Committee, to the Joint Committee 
on Internal Revenue Taxation, and to the Treasury Department, for 
their study. 

We obviously have to work with them if we are going to get any 
effective reforms in the tax laws, so we always forward to them auto- 
matically the recommendations and the findings of the committee. 

Senator Humpnrey. When you transmit this testimony to the Trea- 
sury Department, the Internal Revenue Service, will you please under- 
score and underline those passages of testimony which relate to the 
ambivalence of the agency as it relates to regulations and the changing 
of those regulations. I think this has been an almost universal theme, 
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and I think we owe it to our witnesses to give this an extra line of 
attention. 

Mr. Srutts. Yes, sir. 

Senator Kucuex. Let the chairman first say, are there witnesses 
here who would like briefly to speak to the committee at this time ? 


STATEMENT OF JOE HERMAN, PRESIDENT, J. HERMAN CO., INC., 
LOS ANGELES, CALIF. 


Mr. Herman. My name is Joe Herman, president of J. Herman 
Co., Inc. 

In the interests of time, I would like to submit my written report. 

Senator KucHet. We would be pleased to receive it. 

Mr. Roosrvetr. I might say Mr. Herman is a very prominent mem- 
ber of our southern California industry, in the air-conditioning in- 
dustry. 

Senator Kucuen. Thank you, Mr. Herman. That will appear in 
full, and I promise you the members of the committee will read it. 

Mr. Herman. We do not install ; we furnish it. 

(The statement referred to is as follows :) 


J. HERMAN Co., ING., 
Los Angeles, Calif., September 18, 1957. 
THE SENATE SMALL BUSINESS COMMITTEE, 
Federal Building, Los Angeles, Calif. 

HONORABLE Sirs: I am grateful for the opportunity of appearing before this 
committee to state my views about our current tax situation and will offer 
several suggestions which I trust will be given due consideration. 

I have also been authorized to speak for the following associations: Con- 
struction Employers Council, Refrigerating & Air Conditioning Contractors As- 
sociation of Southern California, the Sheet Metal Contractors Association of 
Southern California, and the Mechanical Contractors Association of California. 
These associations represent approximately 2,500 small-business firms. 

We feel that the small-business man of today does not have an opportunity 
to grow or to expand and has been unable to accumulate any surplus to 
properly run his business. 

We find that the depreciation rates on equipment are inadequate, as replace- 
ment costs in an inflationary period are so great that in many cases they have 
doubled in recent years. 

As for example, a power press valued at $10,000 10 years ago with a 15-year 
depreciation is now $18,000 and in most cases it is necessary to buy such equip- 
ment on time and pay interest and carrying charges because it would take too 
much limited capital for these and other replacements. 

We agree with the Members of Congress, Representatives Sadlak, of Connect- 
icut, and Herlong, of Florida, coauthor of a joint bill to help all taxpayers by 
gradual reductions in both corporation and personal-income-tax rates until they 
reach 42 percent, would benefit all. 

This would result in small businesses both incorporated and corporated being 
able to retain a large portion of their earnings, a benefit which would be passed 
on to the public in a number of ways. 

The average businessman with a family to raise is in trouble, especially when 
he has children of college age. The cost for education for a boy to become a 
doctor or an engineer is great. A friend of mine has two boys going to Stanford 
College and he tells me that it costs him between $2,500 and $3,000 each per 
year to educate them. His allowance under the present tax law is $600 each 
per year. 

The present corporate tax rates are—normal tax, 30. percent on the first dol- 
lar of profit. The surtax is 22 percent on profit over $25,000 (we are now 
allowed a surtax exemption of $25,000). The surtax exemption saves a corpo- 
ration $5,500 if it makes over $25,000. This saving is negligible to companies 
listed on the stock exchange, but extremely important to small business. 

We suggest a method of relief would be by increasing the surtax exemption 
to $100,000. By doing this, it would save an additional $16,500 to a corpora- 
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tion making at least $100,000. Again, it is small money to big companies, but 
very significant to small companies. 

This saving to the taxpayer would give the average small business a chance 
to grow and accumulate working capital on which the Government will eventu- 
ally collect more tax on dividends or from capital gains. 

It is important to note that many small companies do not make $100,000; 
therefore, the loss to the Government would not be too great. 

The only way an individual can start and build a suecessful business with 
little capital is to incorporate at some stage of the business’ development. The 
individual rates are too high to permit any growth of retained profits—net 
after taxes. The suggested relief would mean a great deal to small business. 

We note with alarm the great number of small-business failures which in 
most cases are due to their undercapitalization. 

America was built on equal opportunity for all. Each person must be self- 
reliant and must have the opportunities to build and to grow. We do not want 
to end up with only a few large corporations that will eventually lead us into a 
totalitarian government. 

I want to thank you for the opportunity of presenting my comments to you 
and sincerely hope that at the conclusion of your deliberations, a formula will 
be recommended by this committee which will eventually benefit the majority 
of our people. 

Yours respectfully, 
J. HERMAN, Jr. 

Senator Humpurey. Senator Kuchel, I am going to recommend 
here, so we have some uniformity of standards, that if anyone has a 
statement for insertion, that it be presented so it may be inserted; 
and anyone who wishes to be heard, be heard orally for a maximum 
of 3 minutes, because there may be others who wish to be heard. 
Other than that, we will be beyond our time. 

Mr. Herman. May I have 3 minutes? 

Senator Kucnen. Proceed. 

Mr. Herman. You have my name. 

I also would like to get in the record that I have been asked to rep- 
resent these following organizations: The Construction Employers 
Council, the Refrige1 rating & Air ( onditioning Contractors Associa- 
tion of Southern ( ‘alifornia, the Sheet Metal Contractors Association 
of Southern California, and the Mechanical Contractors Association of 
California. 

As to the last, I am a past president of this group, and these asso- 
ciations represent approximately 2,500 small-business firms. 

And when I learned that I could appear, I talked to these various 
organizations and told them the reasons for coming up here, and they 
all had ideas, and I got a number of letters; and I incorporated i in my 
report their thinking as well as my own, and I wanted you to know 
that I do represent this many people who are interested in this. 

In closing, I want to thank you for having these hearings here. I 
think they are going to be very beneficial to everybody, and in one 
of my statements here at le: ast, and I want to read it to be accurate, be- 

‘ause this is somebody else’s thinking and not my own: 

We note with alarm the great number of small-business failures which in most 
cases are due to their undercapitalization. 

America was built on equal opportunity for all. Each person must be self- 
reliant and must have the opportunities to build and to grow. We do not want 
to end up with only a few large corporations that will eventually lead us into a 
totalitarian government. 

And I want to echo the same sentiments that Mr. Kranz and others 
did, that the small man must be given the opportunities as he has in the 
past. 
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I was given the opportunity by my father. My father got it from 
someone else. And we all need opportunities to progress. We all 
want to get there. 

And if we get the proper help, this does not minimize taxation, 
which is so important; and I think, Senator Humphrey, you stated 
that we do not talk about our local taxes because we know how im- 
portant they are to our local communities. 

We want to be taxed, we vote for bond issues. We need the im- 
provements, and we want to be taxed for as much as the tariff will 
stand. Weareall for taxation. 

Senator Kucuen. Thank you very, very much, sir. 

The chairman is going to put in the statement of Mr. Robert Spreen, 
who is an automobile dealer in Huntington Park, Calif. 

(The statement referred to follows: ) 


STATEMENT OF Ropert H. SPREEN, OLDSMOBILE-CADILLAC DEALER, HUNTINGTON 
PARK, CALIF. 


Mr. Chairman and gentlemen of the committee, my name is Bob Spreen. I 
am an automobile dealer in Huntington Park, a suburb of Greater Los Angeles. 
Huntington Park has a population of 29,000. 

I appreciate the privilege of appearing before you to present not only my own 
views on the impact of Federal taxation on small business, but also those of 
my fellow dealers in southern California. We are businessmen and are not con- 
cerned with statistics or generalities—we are only concerned with the specific 
impact on our business of Federal income taxes. 

As businessmen, we recognize that the strength and growth of our business is 
dependent upon the strength and growth of all business—and that present tax 
policies are so constituted as to stunt the growth and strength of all business 
and particularly, small business. 

Our Government is the biggest business of all today, and in our opinion 
should take a businessman’s aproach to those problems which are peculiarly 
business problems. The impact of Federal taxes on the strength and growth 
of our economy and business in general and the welfare of its citizens is a 
business problem, not a political one. 

A businessman is always more concerned with total return or profit than 
with rates of return or profit. He is more concerned with the future growth 
potential of his business than with immediate profits. Unfortunately, political 
considerations have predominated in the past in establishing tax rates with an 
apparent complete disregard of their effect in lowering total return and retard- 
ing future growth. 

Just as a wise businessman attempts to price his product at that point which 
will produce the maximum income and future growth, the Government should 
endeavor to price its taxes at that point which will produce the maximum total 
income and at the same time foster the growth of the very business from which 
future taxes nrust be collected. 

Apparently, every tax expert inside and outside of Congress agrees with this 
in principle. In view of this it is incredible to me as a businessman that relief 
has not long since been afforded in this area. It likewise would appear that 
a bipartisan approach to this problem would be welcomed by the constituents 
of both parties. 

While the foregoing applies to all business, there is one aspect of small busi- 
ness which must be given special consideration; that it is small and does not 
have working capital available to it that is available to big business. 

While business is generally thought of as being primarily “Corporations,” we 

‘should recognize at the outset that the bulk of American businesses are pro- 
prietorships or partnerships. Accordingly, in considering tax impact, we must 
look at individual taxes as well as corporate taxes in appraising the impact of 
taxes upon small businesses. 

As the largest contributor to the national economy in the way of capital 
employment, payroll, employees, taxes paid or any other yardstick, small busi- 
nesses are entitled to serious consideration in any reappraisal of the present 
tax structure. 
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Adequacy of working capital and continuity of the business after the death 
of one or more of the principals are the two most important factors affecting 
the strength and survival of small businesses. These factors, however, seldom, 
if ever, have any impact upon the strength or survival of big business. 

Inherently, big business has adequate capital and, for this very reason is able 
to secure additional capital when necessary, at more reasonable rates and for 
more favorable periods of time. 

On the other hand, small business starts with limited capital and is rarely 
able to secure more—and only then at high and sometimes excessive rates— 
and for less favorable periods of time. 

Accordingly, it is proper to afford to small businesses the only other alterna- 
tive to improvement in their net working-capital position; namely, a tax struc- 
ture which will foster normal growth of small businesses and the elimination 
from the tax structure of those provisions which adversely affect such growth. 

Small business does not need subsidies, but suitable provisions in the tax 
laws which would permit a sufficient retention of earnings to insure the con- 
tinued strength and growth of small business. 

I understand a provision to this effect is embodied in H. R. 5735, and would 
heartily recommend the adoption of this bill. 

Another provision that would foster the growth of small business by improv- 
ing its net working capital position on a nondiscriminatory basis is that con- 
tained in H. R. 8623. 

As you know, any retail business involving sales on time or credit is taxed upon 
the potential income to be derived in future years from such finance charges. 
However, such potential income is highly speculative at best and in many cases 
will be substantially less than that indicated income upon which the income tax 
was calculated. The net effect of the present laws requires such small busi- 
nesses to pay taxes in advance upon future income, most of which will never 
accrue because of repossessions, early prepayment of the debt, and other factors. 

Such small business is obviously very seriously affected by the resulting re- 
duction in working capital and equally so by the impossibility in many cases of 
recovering back in the future the excess taxes so paid. 

Equally important to the future of this country’s stake in small businesses is 
the continuity of a small business after the death of one or more principals. 

The impact of the estate taxes upon such continuity is so well known as to 
make discussion unnecessary. 

The cnly question worthy of consideration is how best to alleviate the impact 
of estate taxes upon such continuity. 

H. R. 5735 addresses itself to this matter, and we urge your favorable consid- 
eration of it. We suggest that careful attention be given to the future income 
to be derived from a going and growing business in preference to the immediate 
return derived from estate taxes. 

I thank you for the privilege of appearing before you. 


Senator Kucnen. I will put in a statement from Mr. Dan Morey, 
whose business is evaporative cooler supplies in Los Angeles. 
(The statement referred to follows:) 


STATEMENT OF DAN Morey, Los ANGELES, CALIF., Auaust 29, 1957 
COMMENTS UPON MEMORANDUM TO WITNESSES 


Paragraph 1. Tax relief. Necessary because anybody who is in a high-income- 
tax bracket cannot be induced to invest in a new venture, especially a corpora- 
tion: they state they would have nothing left after adding new earnings to put 
them in a still higher bracket. Are better off in bonds. 

Bracket 4, as this is headed, under “Small business,’ I am not commenting 
other than this one item. If a small business is ever to grow, it will have to have 
some sort of relief. 

’aragraph 2. Bracket No. 1. Yes. Bracket 2, what would anybody gain? 
3racket 3, am not posted on this ruling. Bracket 4, what would be gained? 
Bracket 5, yes. sracket 6, yes. Bracket 7, yes. Bracket 8, ves. Bracket 9, 
think we could struggle along as is; however, I believe a lot of business would 
operate more efficiently if rates were lowered. As conditions now are, anyobdy 
making money, especially, does not care too much about how loosely deductible 
expense items are handled. Example, prodigal night club and entertainment 
spending. 
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In addition to the above, the procurement practices of defense contractors 
should be scrutinized: especially where they are operating with “research and 
development money.” I don’t want to be quoted, but I know of one R. & D. out- 
fit that buys small runs of screw-machine parts at probably 50 times what they 
would pay for large runs. 

I never liked Truman, but a similar committee to the Truman organization 
could uncover a lot of waste “if they wanted to.” 

The taxing corporations, and then taxing the stockholder on his dividends is, 
in my opinion, impossible of justification. 

I know there is a great question in the minds of small-business men, as well 
as large ones, and that is, Why are not more economies in Government being 
effected through following out the Hoover Commission suggestions? 

DAN MOREY. 

Senator Kucuet. Is there anyone else present in the room who has 


any statement to submit to the committee ¢ 


STATEMENT OF H. E. GREENWALT, OWNER-MANAGER, 
GREENWALT HOTEL CO., BEVERLY HILLS, CALIF. 


Mr. Greenwatt. I would like to make a statement, if Imay. I did 
not get on the list, because of my inexperience. 

I am a real small-business man compared to the fellows who have 
been in here today. 

Senator Humpurey. Are you not the gentleman who spoke to me 
earlier today 

Mr. Greenwatt. Yes; I did speak to you. 

Senator Humpurey (continuing). Out here about this problem ¢ 

Mr. Greenwatt. Yes,sir. Lama hotel man. 

Senator Gotpwater. I might say Mr. Greenwalt is from Arizona. 

Mr. Greenwatr. I went to high school in Arizona. I was born in 
California. 

Senator Gotpwatrr. Went to the same high school I was asked to 
leave. 

Mr. Greenwatt. I don’t want his conversation charged up against 
my 3minutes. | Laughter. | 

Senator Kucuen. I am not going to make any untoward remarks 
about my colleague from Arizona, but I guarantee to you that from 
here on out, you proceed now for 3 minutes. 

Mr. Greenwatt. I filed a written report which is only three pages 
long, and my main contention is with the excise taxes. I presume } you 
will read that, and then there is no need to continue going into it. 

Senator Kucner. What kind of excise taxes are you collecting in the 
hotel business ? 

Mr. Greenwact. We do not get any. But we have to collect them 
for other people, telephones, telegr ams, on equipment; refrigeration 
equipment, air-cooling equipment, there is a 10 percent tax on. 

These are things we need. 

And travel is the most important thing, Senator Kuchel. When 
you take—in fairness to the thing, I assumed you were familiar with 
it. You see, you charge 10 percent to buy a bus ticket or an airplane 
ticket or a train ticket. 

Senator Kucnuen. Yes, sir. 

Mr. Grrenwatt. That discourages people from traveling. And 
when you discourage people from traveling, I have less business in my 
small hotel. 
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In addition to that, you fellows have seen fit to take off that 10 
percent when my prospective customer goes to Europe. He can get 
in an airplane and fly to Europe and stay with my competitor for 
less money than he can stay at home. I do not think you ought to 
do that. 

As a small-business man and individual, I realize we have to pay 
taxes. I am not asking for anything different. I think you ought 
to just treat us all alike. 

I like to have the Golden Rule applied to me, and I think if you 
did that with all the rest of our taxpayers, regardless of how high they 
are, we would have less complaints. 

Senator Kucnet. Mr. Greenwalt, I just cannot argue with you on 
that point. 

Mr. Greenwavt. Can we have relief on it? [Laughter.] 

Senator Kuciren. I will tell you, I said to one of the men this morn- 
ing, when I was State comptroller my office was responsible for the 
administration of the State inheritance-tax laws, and I became some- 
what acquainted, I think I can say, with that type of law. 

It surprised me to learn that in World War I, the Congress on a 
“temporary” basis adopted the Federal death taxes, and we have 
had them ever since then. 

The excise taxes came along on the same basis one war later, and 
they are still with us. 

Mr. Greenwaur. They are so unfair. There is no reason for it. 

Recently, we had taxes on everybody equally. And now you have 
to pay 10 percent. They do not give a darn whether you make 10 
percent or not; you just have to pay 10 percent. 

I have just one more statement that is not in my prepared statement, 
and that is, a friend of mine in Illinois said this law in the hotel 
business is important so that one man of authority, either I or someone 
that I designate, live on the premises, you have to have 24-hour duty 
on that situation, if someone decides to turn the water off or gas in 
case of emergency, or who will call the police. 

Now, because he is not incorporated, the Government would not 
allow him his expenses. But his neighbor across the street, living in 
the hotel—you probably know more about it now—TI think it is as 
unfair as you can possibly be, just because the neighbor across the 
street, who is also in the hotel business, he is incorporated, so as a 
corporation he is an employee. 

Now, you can make a deduction if you are an employee, but if you 
are the owner you are not allowed to make the deduction for room 
and board, and I think it is as wrong as it can be, and I would like 
to—Senator Humphrey, I would like to have a place where I could 
send you a private letter about another matter. 

Senator Humpurey. Yes, sir. You can write to me. I will be 
home in Minnesota next week, at the Hotel Dyckman, D-y-c-k-m-a-n, 
Minneapolis, Minn. I have a small office there. 

Senator Kucuet. All right, sir. 

(Mr. Greenwalt’s prepared statement follows :) 


Chairman Sparkman and gentlemen of the Senate Select Committee on Small 
Business, when I heard that the committee was meeting in Los Angeles, and 
inquired how to get a hearing, one of my friends said that all there was to it 
was to contact the secretary of your committee the day before the meeting and 
anyone could get an appointment to appear before the committee. When this 
was done yesterday, I was told that I should have written for an appointment 
and at this late date all I could do was to write a letter to the committee. 
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There are many taxes that are unfair to the small-business man and it seems 
to me that the best way our representatives could prevent the writing of unfair 
tax laws would be to put themselves in the taxpayer’s position and, if that is too 
difficult, just practice the Golden Rule. The most outstanding unfair taxes are 
the excise taxes. Most of these taxes were put on during the war years to 
prevent the use of communications, travel and scarce materials. They have 
no relationship to our revolutionary war principles of equal taxation for everyone 
nor even the 1911 income-tax principle of taxing everyone according to his 
ability to pay. These taxes are levied regardless of whether the company is 
making a profit or not. The specific taxes in this group that are a burden to 
the hotel business are: 

1. Transportation tax: No doubt many of our representatives are voting for 
this tax on the assumption that the rich transportation companies have to pay 
this tax, but actually it is the traveler that pays the tax as he buys his ticket. 
In addition to this, you have repealed the 10 percent tax on all foreign travel 
with the exception of 250 miles into Canada and Mexico. This does not seem 
very much like practicing the Golden Rule, especially when you encourage our 
natural customers to go to the hotels of our foreign competitors for less money 
than they can travel to our American hotels. 

2. Telephone and telegraph: Travelers are, naturally, people away from home 
and are large users of the two standard communications mediums. In addi- 
tion to being unfair, the hotels are forced to collect this tax from their guests, 
for which we receive no remuneration, but are required to pay it over to tele- 
phone and telegraph companies. I realize the Government needs to have taxes, 
but, as a writer of tax laws, you should never deviate from the principle of 
treating everyone alike. 

8. Admissions and cabaret tax: This tax cannot be justified on the assump- 
tion that you are taxing some large, utility corporation, because it is the small 
hotels that have been put out of business because of this tax and even some of 
the larger hotels have been forced to close down certain of their entertainment 
rooms. In addition, this tax has destroyed jobs for entertainers, waiters, cooks, 
busboys, and many allied services. There is one other flagrant unfairness, and 
that is that small communities have dancing where they do not pay the cabaret 
tax simply because the Internal Revenue Service does not look there, and, even 
in our large cities, establishments in outlying districts have dancing and enter- 
tainment and never pay the 20-percent tax simply because the Internal Revenue 
Service cannot police them. 

4. Manufacturers’ taxes: This is another tax that came into being during 
World War II but, certainly, if you want to do unto others as you would have 
them do unto you, it is unfair to extend these levies into the indefinite future. 
We pay excise taxes on such items as silverware, refrigerators, electric, gas 
and oil appliances, room air conditioners, and numerous other items. In addi- 
tion to the unfairness of these taxes, they require an additional bookkeeping 
service which has nothing to do with the hotel business. 

Gentlemen, I would like to call to your attention that, as a small-business 
man (one who has an annual taxable income of about $15,000), I do not ask any 
preferred tax position. All I want is fair and equal treatment with all of our 
taxpayers. In addition to the foregoing unfair taxes, I would like to call your 
attention to the many tax-exempt organizations which solicit room business 
from the general public and even advertise for transient guests where they 
serve food and beverages to the individual and groups. In case you have not 
heard of these, they are such groups as our YMCA, lodges, clubs and, of all things, 
churches and schools. Even our land-grant colleges solicit business where groups 
of people are housed in dormitories and fed in cafeterias at a cost price, or even 
less than cost, which directly takes business from our hotels. There should be 
a law to prevent this practice, and I believe that, if our so-called better citizens 
of the churches and schools were given the facts, that they are unfair to the 
rest of us taxpayers, they would be more willing to accept the principles of fair- 
ness as expressed by the Golden Rule and desist from this practice of trying to 
have preferential treatment. 

Yours respectfully, 





Henry E. GREENWALT. 
Senator Kwccnex. Is there anyone else in the audience who has 
anything to furnish to the committee / 
Let me say for the benefit of all, let the record show that Mr. Stuart, 
H. Strathman is here. 
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STATEMENT OF STUART H. STRATHMAN, SECRETARY-MANAGER, 


CALIFORNIA FARM EQUIPMENT DEALERS’ ASSOCIATION, FUL- 
LERTON, CALIF. 


Mr. StratrHMan. | represent the California Farm Equipment Deal- 
ers’ Association, and, from the testimony, I have not heard any of the 
real small sales and service establishments. 

Senator Kucuern.. Please submit your statement within the next 2 
weeks. 


(The statement referred to follows :) 


CALIFORNIA FARM EQUIPMENT DEALERS ASSOCIATION, 
Fullerton, Calif., September 26, 1957. 
SENATE SMALL BUSINESS COMMITTEE, 
Senate Office Building, Washington, D. C. 

GENTLEMEN: We appreciate the opportunity to present for your consideration 
the enclosed brief statement on behalf of the membership of the California Farm 
Equipment Dealers Association. 

We realize that some of the particular problems and conditions which we refer 
to as singular to this industry do not appear at first to have any direct relation- 
ship to the scope of the subjects being considered by your committee. We be- 
lieve, however, that after reading the statement you will find that some type or 
degree of tax relief is needed. Excessive taxation has been the one factor 
that has accentuated our difficulties in various matters referred to. 

Respectfully submitted. 


S. H. StraTHMAN, Secretary Manager. 


A STATEMENT FROM THE CALIFORNIA FARM EQUIPMENT DEALERS ASSOCIATION TO 
THE SENATE SMALL BUSINESS COMMITTEE RELATIVE TO THEIR STUDY OF THE 
IMPACT OF FEDERAL TAXATION ON SMALL BUSINESS 


The California Farm Equipment Dealers Association is an organization of over 
200 franchised retail farm-equipment dealers with 250 retail outlets in the 
State of California. A majority of these retail stores employ 12 or less people. 
Most of these businesses are individually owned or partnerships, with a minor- 
ity of them being closely held corporations. Most of those corporations are 
primarily family-held corporations. 

We do not propose to know about or speak for any other type of small busi- 
ness, either retail, manufacturing, processing, or service, as we believe each in- 
dustry has its own particular problems or lack of them. 

The major problem or problems of the average retail farm-equipment dealers 
arise from those factors which result in the comparatively low net earnings or 
take-home pay, after taxes are deducted. Actual net earnings are the chief 
determining factor as to success or failure of the average dealer in his current 
business operations, business progress, inventory investment, and bank credit. 

While we are generally referred to as a retail sales business, we are actually 
retail sales and service. Servicing of and furnishing repair parts for farm 
equipment plays a large part in our operations. Repair and maintenance service 
is absolutely essential to our business and to our customers. This service cre- 
ates a real financial problem. Much of our service labor and repair parts are 
sold on open account. Most of our farmer customers pay on or liquidate these 
accounts when and if crop returns come in. We cannot go on a monthly pay- 
ment basis. Large amounts of our capital which we need to finance overhead 
and purchase inventory, is tied up in these accounts receivable for months, a 
year, or even 2 years. We must, therefore, have available more than normal or 
average bank credit and financing to carry us over these periods. Often, all 
available capital to even pay our year-end taxes is tied up in these accounts. 
Borrowing to pay taxes is a common practice in this industry. Banks like 
monthly pay accounts and are most cautious in their approach to loans to farm- 
equipment dealers whose ability to repay depends largely on seasonal sales and 
irregular collections. 

We are dependent primarily on local bank loans for operating capital. Prime 
or preferred interest rates are not available to our business and, of course, small 
business is not in a position as are major enterprises to place on the market 
stock issues or other corporate securities. 
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Much is said of our great gross national product in this country and that 
volume as a measuring stick for the economic well-being of our Nation. By 
now your committee must realize that franchised dealers for the major manu- 
facturers such as farm equipment, autos, home appliances, etc., are responsible 
in no small measure for placing these products in the hands of the ultimate user. 
It is in this field of distribution that small business in this country becomes a 
major factor in our economy and a very essential part of it. Each of the manu- 
facturers referred to desires and expects what they consider to be their fair share 
of the market. Productive capacities generally exceed consumer demand. The 
retail dealer is caught in the highly competitive squeeze of desired distribution 
and, as a result, profits in such retail sales and service industries are going down 
year by year on each dollar of sales. 

In many instances, the ability of the dealer to take advantage of cash dis- 
counts and any possible volume discounts, is the difference between financial 
success or failure. Here again a cash or liquid position is an important factor. 
A dealer cannot afford to borrow money in order to take advantage of discounts 
which are less than the borrowing rate. Conditions described are resulting too 
often in a deteriorating financial picture including business credit. Business 
consolidations and liquidations are on the increase in this industry from this 
financial squeeze. 

Too much has been said or inferred that small business is asking for special 
tax consideration. Such statements or inferences suggest or imply that the 
present Federal tax structure, provisions or rates are either perfect, fair, or 
equitable. We question such belief. Taxes to be fair and equitable must not 
only take into consideration ability to pay, but must consider other factors. 
Those other factors certainly should give adequate consideration to the ability 
to pay at any given time. They should give due consideration to permit a 
business or businesses which are capably managed to continue to operate from 
year to year on a reasonably profitable basis. Such a basis should allow the 
owners to retain enough income to justify their time, effort, and investment. 
Provisions should be made so that the owner could retain enough net income 
for necessary business improvements, growth, and inventory investment. The 
owner should be assured that his life’s work, in the form of his estate, can be 
preserved and passed on to his heirs and not forced to be sold or liquidated 
because of tax demands which cannot be met because of their amount or untimely 
demands. 

Fair and realistic approaches to these tax matters are equally important to the 
Government to assure future tax incomes from present small-business enterprises 
and to assure the citizens of this country that small business is going to be a part 
of our economy and our way of life in the future. That should be a promise 
to every citizen, that he at least has a chance or opportunity to go into business 
for himself with a possibility to succeed or fail in it according to his ability and 
application. 

We do not believe that any readjustment in present taxes which would assist 
in accomplishing the above could possibly be termed inflationary. 

To give some degree of assurance for some relief at the Federal tax level, 
we respectfully ask your committee to consider changes in personal and cor- 
porate tax laws for some revision of tax schedules, business investment allow- 
ances and payment provisions for small-business enterprises. Any such con- 
sideration should cover equitably individually owned businesses, partner- 
ships, and closely held corporations. Such enterprises should be allowed to re- 
tain a reasonable amount of net earnings after taxes to make fair and adequate 
investment in depreciable assets and inventories and to allow for some growth 
investment. 

Finally we suggest that consideration be given for the liquidation of estate 
taxes over a period of years. We suggest the consideration of provisions for 
the purchase by owners of small business of tax-free tax-anticipation certifi- 
cates. We believe in the right of inheritance. We believe it is essential to this 
form of government and our economy. True inheritance is often being de- 
feated by the mere lack of immediate liquid assets and in too many cases, where 
the need for them could not be logically nor reasonably anticipated or planned 
for. 

No one can reasonably question the need for necessary governmental income 
to provide for essential services and governmental obligations. We do question 
the wisdom of taxation that stunts and even kills private enterprise and human 
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hope and initiative. Such tax policies are in the long run detrimental to our 
economy and can be fatal to both that economy and our Government. 


Senator Kucuer. Without objection, a statement by Mr. Eugene H. 
Twarowski, of the Double T Products Co., will be included in the 
record. 

(The statement referred to follows :) 


STATEMENT OF EUGENE H. TWarowskI, DousLeE T Propucts Co., HAWTHORNE, 
CALIF., SEPTEMBER 17, 1957 


Hon. Senator JOHN SPARKMAN, 
Chairman, Senate Committee on Small Business, 
Los Angeles, Calif. 

DEAR SENATOR SPARKMAN: Every other segment of our national economy has 
been and now is subject to Federal subsidy. The farmer on price supports and 
soil bank, labor on price indexes, wage raises, big business on plant and power 
expansions, mining on stockpiling of materials. 

Small business is the Nation’s largest business. It employs more people, has 
the greatest investment, is the biggest producer. They are the greatest tax- 
paying segment, yet, unorganized and unrecognized, they remain the Nation’s 
forgotten people. 

Heavy tax burdens, lack of any kind of support or protection for the right of 
the individual to conduct an enterprise of his own is being stifled and now tending 
toward extinction. 

Lack of fair-trade prices and cutthroat competition not present in other pro- 
tected areas of our economy aggravate the situation of the small manufacturer 
and merchant. His operations and markets are constantly in a state of distress, 
whereas his fellow man in other fields lives in the green pastures of protection 
as set forth in paragraph No. 1. 

Through foreign aid, we build up thousands of successful small businesses in 
every country in the world outside the Iron Curtain nations. Our small busi- 
nesses, through taxes, supply a good portion of this support. In turn, these 
foreign businesses compete against us and likewise trade with the Communists, 
indirectly helping to build up our adversaries. 

The platform planks of both major political parties at their last national con- 
ventions were explicit and identical in their pledges to the small-business 
economy. ‘To date little or nothing has been accomplished to justify their firm 
promises or good faith. 

Tax relief such as proposed by the Honorable Antoni N. Sadlaeck, of Connecti- 
cut, a Member of the House, in his tax reform speech before that body, on 
Wednesday, July 31, 1957, seems particularly applicable as a starting point on 
the road to a long and much-needed correction. Favorable reference should also 
be made to House Member the Honorable A. 8S. Herlong, Jr., relative to his 
remarks on income-tax reform in the Congressional Record of August 8, 1957. 

Small business should, in addition, have the benefit of a larger portion of 
Government procurement contracts, more favorable means of financing, faster 
advantages on depreciation and obsolescence, and a guaranteed continuation of 
our right to engage in business as well as the preservation of that right for our 
children and generations to follow. 

We represent the great middle class who have always been the equalizer and 
great stability of this, our United States. Without the perpetuity of this great 
factor, may God bless and have mercy on our people and their established 
institutions. 

It is with sincere and earnest solicitation that the foregoing is offered to you, 
Mr. Chairman, and your committee. 

Respectfully submitted. 


DovusLeE T Propucts Co. 
By EuGENE H. TwarowskI, Owner. 
Senator Kucuet. The committee has received another statement 
and, without objection, I shall ask that it be incorporated in the record 
at this point. 
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STATEMENT OF WILLIAM B. Huspsarp, THE Husparp Co., Los ANGELES, CALIF., 
SEPTEMBER 10, 1957 
Senator JoHN SPARKMAN, 
Chairman of the Senate Small Business Committee, 
Washington, D.C. 

My Dear SENATOR: In connection with the meeting of your Small Business 
Committee on September 18 in Los Angeles, may I request that the following com- 
ments be included in the record. Unfortunately, 1 will be out of the city at that 
time and therefore would not have been able to appear in person. 

In the first place, the Hubbard Co. is a small company with 25 employees. 
This is primarily a sales organization engaged in the distribution of industrial 
and construction supplies. I own 85 percent of the business and the balance is 
owned by two junior partners. I started the business some 12 years ago and have 
been continually interested in it ever since although other members of the part- 
nership have changed. The partners find it difficult to accumulate capital to 
meet the needs of the growing business. 

When we realize how large a percentage of the businesses in this country 
qualify under the title of “small business,” it seems to me that the problem of 
creating a favorable climate for them becomes a nationwide problem. From my 
personal experience, I think that the biggest hurdle which the small-business man 
faces is that of meeting his present tax bills. Small business must grow, else 
it is unsuccessful, and the greatest impediment to that growth is the graduated 
tax scale which the individual proprietor must meet out of earnings which 
should be plowed back into the business. The graduated tax penalizes the very 
growth which we are trying to encourage, and, while this applies more particu- 
larly to the individual proprietor, it also works an equal hardship on the small 
incorporated business. 

The Hubbard Co. has a C. P. A. auditor and tax consultant whose name is Rob- 
ert L. MacReynolds. These problems we have discussed with him on many oc- 
casions. While we do not feel that there is any universal panacea, because 
management factors vary greatly, we do think that there are many changes in 
the tax law which could be made in the next few years which would not greatly 
reduce the total Federal tax take but which would give that encouragement to 
the small-business man which he needs and deserves. 

AS an example, take the use of accelerated depreciation methods. There are 
2 of these accelerated methods—one in which the declining balance may be 
depreciated at 200 percent of the normal rate, and, second by what is known as 
the sum of the digits method. The right to use these accelerated depreciation 
methods was restricted to the first-use owner. Small businesses are quite apt 
to buy previously used equipment and property. Such assets are new to these 
owners and they also should be given the right to elect the accelerated amor- 
tization methods. 

Here’s another technical situation. As set up at present, if a partner dies 
he may show no partnership income in his personal tax for the last partial 
year. If the partnership represents his principal source of income, his final 
return may have no income to offset his available deductions and exemptions. 
These items would then be lost forever. This situation would only occur once 
to a partner but it would come at a time when his business would need pro- 
tection because of other imminent taxes. It could be corrected by allowing the 
executor the option of reporting the last year’s income either in the first year’s 
estate return or in the deceased partner’s final return. This change would im- 
portantly affect the small business, where anything which increases the amount 
of money withdrawn for tax purposes is to be avoided. 

Many suggestions have appeared in the press as to ways in which small busi- 
ness might be aided. Special treatment has been urged with special exemp- 
tions or special deductions. My personal feeling is very strong that no special 
tax class should be set up. My feeling is equally strong that the tax on the 
small-business man is far too heavy at present, that a reduction in that tax is 
necessary for permanent success, and that the steeply graduated tax is even 
worse than a high normal tax. If the lower and middle brackets for all taxpay- 
ers could be reasonably reduced, then the beneficial effect on small business as 
such would be tremendous. 

Very truly yours, 
WILLIAM B. Hupparp. 
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Senator Kucuen. Let me say before I turn this temporary chair- 
manship back to the senior member of our committee, Senator Hum- 
phrey, [ want those who have come here and who have participated in 
these hearings either by testifying or by their presence, to know that 
in my judgment this committee has done a public service in a highly 
specialized and important field. 

We had an excellent meeting in Phoenix. I think today we devel- 
oped some splendid additions. 

[ look forward to the same type of constructive hearings in San 
Francisco. 

And then, on the personal side, I want to thank the acting chairman 
of this subcommittee, Senator Humphrey, once again for coming here 
on behalf of both my colleague from California, Jim Roosevelt, and 
myself, and that same thanks is extended to our good friend and able 
colleague from Arizona, Barry Goldwater. 

Thank you very much, Mr. Chairman, for letting me participate in 
this hearing. 

Senator Humrmrey. I wish to join in the expression of thanks to 
the community of Los Angeles, to the business organizations, to the 
trade groups, and to the individuals who have come here. 

Senator Goldwater and I were chit-chatting just a moment ago here, 
ancl we both commented almost tiem eee ly as to the high quality 
of the testimony, the fine character which is so evident here on the 
part of the witnesses, and the fact that the witnesses are seeking but 
equit Vand justice, and no special privilege. 

[ think this is really refreshing; it is encouraging, and we want 


vou to know that as Members of the Senate and of the House, we are 
very grateful to you. This has been enlightening for me. 


And, Senator Kuchel, I want to thank you very much for all the 
cooperation your staff has extended to us, and I am sure I bespeak for 
the committee and the community here when I say thanks to the mem- 
bers of our staff who made the preliminary arrangements out here. 

These things do not happen by accident, hearings like this. ‘This is 
hard work. So, to Walter Stults and to Bill Erickson, thanks. 

Unless there is something else you have, we will adjourn. 

(Whereupon, at 4:10 p. m., the committee recessed, to reconvene 
at 10a. m., Friday, September 20, 1957, at San Francisco, Calif.) 
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FRIDAY, SEPTEMBER 20, 1957 


Untrep Srates SENATE, 
SeLEcT CoMMITTEE ON SMALL Busrness, 
San F rancisco, Calif. 

The committee met, pursuant to recess, at 10 a. m., in the Old 
Mint Building, San Francisco, Calif., Senator Hubert H. Humphrey 
presiding. 

Present: Senators Humphrey, Bible, and Kuchel. 

Also present: Congressman George P. Miller, of California, and 
George A. McQueen, secretary to Congressman J. Arthur Younger, 
of California. 

Walter B. Stults, staff director, and William J. Erickson, counsel. 

Senator Humrurey. I think we will break all records this morn- 
ing by opening up at least 75 seconds or more ahead of schedule. 

I should like to introduce to our witnesses and our visitors this 
morning the Members of the Senate who are with us, and are mem- 
bers of the Senate Select Committee on Small Business. 

To my left is your own Senator, Senator Thomas Kuchel, who has 
been a very active and very able participant within the Senate Com- 
mittee on Small Business; and one of my good friends, if you will 
permit me to say that here, in his own wonderful State. 

Senator Kucner. I am just delighted to have you here. 

Senator Humpurey. We have worked together on many things. 

To my right is Senator Alan Bible, from Nevada. 

Senator Bible, we welcome you to these hearings today. You have 
made us mighty happy by your attendance. 

He is one of our active spokesmen for the needs of the West; and 
to hear these two Senators talk, the West needs a great deal. There 
is hardly anything left over for the Midwest, and you get a good 
deal, too. 

Senator Kucuen. Minnesota is doing all right. [Laughter ] 

Senator Humenrey. To my right, on the other side of Senator 
Bible, is Mr. Walter Stults, who is the staff director of the Senate 
Committee on Small “Business, and has been in that position for 
many years; and to the left is our counsel, Mr. Erickson. Mr. Erick- 
son is a fellow Minnesotan, a man of considerable learning and abil- 
ity in the law, and we are very privileged to have him here. 

So if you have any technical legal questions, we will turn them 
over to Mr. Erickson; and if you have just questions of opinion, we 
will take care of those. Is that not right, gentlemen ? 

This morning I would just like to make a very brief statement, 
and then we will proceed. 
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We are exceedingly happy to be here in San Francisco this morn- 
ing, and we are here to continue a series of hearings to be 
held across the Nation in connection with the Senate Small Business 
Committee’s study of the impact of Federal taxation on small busi- 
ness. 

Two days ago, gentlemen, we were in your sister city of Los Angeles; 
and 2 days prior to that, in the city of Phoenix, Ariz. This committee 
will continue its study, as I have indicated, in several other cities 
throughout the Nation. 

Five years ago, this committee made a similar study. After a 
series of hearings in 7 cities, involving over 500 pages of testimony 
from 129 witnesses, a report was filed with the Senate, st: ating the 
unanimous findings and recommendations of the committee. Most of 
the recommendations of that report were subsequently written into 
law, much to the benefit of the small-business economy. 

I should add, the testimony which we gather here today, as in 
other cities, will not only be studied by the membership of this 
committee, some 13 Members of the Senate, but those parts of the 
testimony which relate to, of course, taxation—which most of it will— 
will be referred to the Senate Committee on Finance and to the Joint 
Committee on Internal Revenue Taxation so that the proper legisla- 
tive committees in the Congress will receive the information which 
we are able to obtain through your advice and counsel. 

During the years since our last study, it has become increasingly 
clear that all its not well with the independent small-business section 
of this economy of ours. It is evident that many of the ills facing this 
segment of our economy are caused by the Federal tax systems; there- 
fore, we on this committee feel it is once again time to consult directly 
with representatives of American small business. 

This study has a dual purpose. First, we hope to determine the 
extent to which the Federal tax system imposes an unfair burden on 
small business. Second, we want to have the benefit of the opinions 
and recommendations of the witnesses who appear on the different 
proposals made to relieve smal] business from any unfair burden 
which is found to exist. 

Some of us have the feeling there are two ways to get information 
from the people. We can either ask you to come to Washington 
to see us, or we can come out here to see yee And, very frankly, 
on occasion I think it is good to have the Government come out to 
see the people rather than just having the people come down to 
Washington. We are not all the Government, but we are representa- 
tives of it. 

It is hoped that the representatives of all types of small business 
may be heard during the course of these investigations or studies. 
Members of professional groups serving small business are also being 
asked to testify. 

In addition, many other businessmen will be granted permission 
to file written statements for inclusion in the committee's record, and 
I want to underscore that. If there is anyone here or anyone who is 
to come who was not on our scheduled agenda, a written statement 
will be happily received and made a part of the testimony, just as if 
the individual had appeared in person. 

From the testimony of all these people and the statements, the 
committee hopes to obtain a comprehensive picture of the problems 
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facing small business today and which, I repeat again, result from 
empha isis on the Federal tax structure. 

At the end of this series of hearings the 18 members of the committee 
will work out a report, giving the conclusions we have reached from a 
study of this mass of evidence, and will prepare an omnibus small- 
business tax-relief measure for introduction in the Senate, and we 
hope to work out a comprehensive tax bill on adjustment in the 
schedules and any other adjustments that may be necessary, and I 
imagine that bill will have the wholehearted support from members of 
the committee of both political parties. 

We have said, if you go broke it does not make much difference if 
you are a Republican or a Democrat. It does not even make much 
difference when you want to borrow money, whether you are a Re- 
publican or a Democrat. It depends on whether you have enough 
collateral or whether you have edie redit rating to get it. 

We are not interested in the politics of the people. We are inter- 
ested in their views and observations. 

Senator Kuchel and Senator Bible, perhaps either of you or both 
of you have some comments you may want to make, and then I just 
want to ask one of our friends here this morning to present a state- 
ment. 

And, according to the custom and tradition of this committee, I am 
going to ask our friend here, your Senator, to proceed to introduce the 
Witnesses and to present them to the committee and lead on the in- 
terrogation., 

Senator Kuchel. 

Senator Kucue.. Senator Humphrey, first of all I wish to take but 
a moment to welcome two distinguished Members of the United States 
Senate to this beautiful metropolis of San Francisco. This city and 
our State are honored to have the distinguished Senator from Minne- 
sota, Hubert Humphrey, and the distinguished Senator from Nevada, 
Alan Bible, here to participate in hearings which I feel completely 
sure will result in constructive proposals for legislation for small- 
business people in America. 

We have had 2 hearings so far, 1 in Phoenix, Ariz., and 1 in Los 
Angeles, each of which has adduced, I think, constructive and some- 
times novel recommendations from business people with respect to 
their own problems, taxwise, in the conduct of their business. 

This hearing today, I am sure, will add to the benefit of the record 
of the hearings; and, as you say, early in January of 1958, the entire 
committee will develop specific recommendations to offer to the Senate. 

There is a similar committee in the House of Representatives which 
Iam sure will do likewise. 

That is all I have to say, Mr. Chairman. 

Senator Humpnrey. Senator Bible ? 

Senator Breve. Hubert, I certainly am happy to join with this com- 
mittee today on the last of your three hearings in the West at this 
time, particularly to be here in the neighboring State of California. 

I know that many of the tax problems * you have here in this great 
Western State are similar to those we have in the State of Nevada, and 
it was my privilege to spend the last 2 weeks traveling up and down 
the State of Nevada and meeting with groups similar toa group such 
as this; and, believe me, the small-business man is feeling plenty of 
difficulty over our way. 
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Among other things, I was surprised in the visit that I had in the 
eastern part of our tate just 4 or 5 days ago, to learn of the increase 
a bankruptcies being filed there as well as in Las Vegas to the south 
of us. 

Certainly this is a field that requires careful study; it is a field 
where much good can, in my opinion, be done to be of assistance to the 
small-business man. 

As the chairman has said, we are here to solicit your views and sug- 
gestions and your aid and assistance ; ; and out of this, I am very hope- 
ful, Mr. Chairman, we are going to be able to come a little closer this 
year than we did last year, when I think we got something like 33 
votes, to write some realistic tax relief for the small- business man. It 
is a tremendously important segment of our industry, and I am hope- 
ful we will enact some worthwhile legislation. 

Senator Humpnurey. Thank you very much. 

I have an announcement, gentlemen. Congressman Miller will be 
with us sometime this morning. I understand he had earlier appoint- 
ments. And if it is agr eeable to my colleagues, when he arrives we 
will permit him to testify—he will be in around 10:45 or so—and 
then ask him as we have others—to sit with the committee because, 
after all, whether you are a member of the committee, or not, under 
the rules of Congress we are entitled to sit with any committee we 
want to. If we ‘start roaming around, we can just park with any 
committee and participate. 

Now, Tom, the first gentleman who came up and asked me if he could 
file a statement was your own State senator here from this area, State 
Senator Robert I. McCarthy. And if it is agreeable with you, why do 
we not have him file his statement and make any comment he would 
like to, and then I would like for you to proceed forthwith, as you did 
so wonderfully for us in Los Angeles. 

We sort of divide it up here today. I want you to know that if we 
leave the room, it is not because we are restless, but many times we 
have a long-distance call or have constituents who want to see us, so 
we will have to share the responsibilities here. 

Go ahead, Tom. 

Senator Kucuen. Mr. Chairman, I am delighted to welcome an old 
friend of mine to this hearing. I knew Bob McCarthy when I was 
State comptroller under Governor Warren. He was then in the legis- 
lature, and I am delighted to welcome him before this committee. 

If he will come forward at this time to present any views, written 
or oral, which he may have, we will be delighted to hear from him. 


STATEMENT OF ROBERT I. McCARTHY, STATE SENATOR, 14TH 
SENATORIAL DISTRICT, SAN FRANCISCO, CALIF. 


Mr. McCarruy. Thank you, Senator Kuchel. 

Mr. Chairman, and gentlemen, I have here a statement which I would 
like to file with the committee. I am not going to take the time of the 
committee to read the statement, but I would merely like to point out 
that I would urge that your committee consider requesting the Senate 
to repeal the wartime transportation tax. 

In my opinion, gentlemen of the committee, this tax imposes an 
unnecessary hardship on small business, and it particularly discrimi- 
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nates against the California small-business man, so I would ask that 
your committee consider repeal of that tax. 

I will file this statement at this time, Mr. Chairman, if it is agreea- 
ble with you. 

Senator Kucuen. Fine, Bob. 

(Mr. McCarthy’s prepared statement is as follows: ) 


STATEMENT OF Rosert I. McCartuy, SENATOR, 14TH SENATORIAL DISTRICT, 
SAN FRANCISCO, CALIF. 


My name is Robert I. McCarthy. I am a California State senator repre- 
senting the 14th senatorial district which is the city and county of San Francisco. 
My understanding is that the United States Senate Select Committee on Small 

3usiness is meeting in San Francisco for the specific purpose of inquiring as to 
possible ways of granting tax relief to small business. 

Accompanying this statement is a copy of Senate Joint Resolution No. 2 unani- 
mously adopted by each house of the California Legislature in January 1957. 
This resolution memorializes the Congress to repeal the 10-percent levy on the 
transportation of persons and the 3-percent levy on the transportation of property. 

The resultion states that whereas these were wartime measures, now, 12 
years after the cessation of hostilities, they continue in effect. It is the view 
of the legislature that these taxes impose an unfair burden on the long-distance 
shipper and the long-distance traveler, and an unequal burden on citizens resid- 
ing in different areas of the country. 

The discrimination inherent in the present transportation taxes makes it dif- 
ficult for California products to compete freely in the eastern market. 

Specifically these transportation taxes are a special burden upon small business. 
Large shippers may well find that the transportation tax in and of itself involves 
enough dollars so as to encourage and permit a large shipper to provide his 
own transportation which would be tax free. The small-business man does 
not normally ship in quantities which would encourage or permit him to pro- 
vide his own transportation in the manner just described. He is tied to the 
use of for-hire common carrier transportation, 

It is a well known economic fact that the costs of for-hire common carriers 
rise and fall in large measure as do volumes of business presented to them. As 
large shippers revert to private transport the small shipper who is bound to the 
common carrier is left to shoulder the burden of paying all of the fixed costs of 
those carriers without the aid of any contribution by the large shippers. This 
vicious circle is of great public importance and illustrates why the small business 
does have a particular and special interest in the repeal of the transportation 
taxes. 

I respectfully urge that the subject of Senate Joint Resolution No. 2 be given 
careful consideration by your committee. 


ExHIsitT 14 
(Following is the text of S. J. Res. No. 2:) 


SENATE JOINT RESOLUTION No. 2 


Adopted in Senate January 24, 1957 


Adopted in Assembly January 25, 1957 


Chief Clerk of the Assembly 


This resolution was received by the Secretary of State this_._______ day 
Spee ee | Oe SET oe ; 3e6t, &t.....-u.0 Cee... 


Assistant Secretary of State 
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CHAPTER — 
Senate Joint Resolution No. 2—Relative to memorializing the Congress of the 
United States in relation to repealing the Transportation Excise Tazres. 


Wuereas, For the purpose of meeting wartime emergency necessity, the Con- 
gress of the United States enacted as excise taxes a levy upon the transportation 
of persons and property ; and 

WHereas, One of the principal purposes of levying such tax upon the trans- 
portation of persons was to discourage unnecessary wartime travel; and 

WuHereas, Today, 12 years after the cessation of hostilities, there continues a 
10 percent levy on the transportation of persons and a 38 percent levy on the 
transportation of property; and 

Wuereas, It is the opinion of the Legislature of the State of California that 
excise taxes should not impose an unfair burden on the long distance shipper 
and the long distance traveler as does the present tax on the transportation of 
property and persons; and 

Wuereas, It should be a principle of federal taxation to levy taxes in such a 
manner as to prevent them from falling as an unequal burden on citizens residing 
in different areas of the Country; and 

WHeErEAS, The distances to, from and within the West impose in unfair burden 
on the western traveler and shipper ; and 

Wuereas, The present transportation tax on property is unfairly burdensome 
upon the State of California as it adds what is in effect an additional tariff on the 
goods shipped from California to the eastern markets; and 

Wrereas, The development and preservation of open markets leads to the 
efficient development and stimulation of the agricultural resources of the Nation: 
and 

Wuereas, The State of California is particularly interested in preserving the 
eastern market as an open market in which the agricultural products of Cali- 
fornia may compete freely without hindrance of artificial barriers such as the 
present transportation tax; and 

Wuereas, The State of California is particularly interested in protecting and 
developing its vacation and tourist travel on an equal basis with other vacation 
travel areas; and 

WueEreas, The transportation of both persons and property plays such a vital 
role in the economic life of this Country to the extent that the costs of trans- 
portation should always be kept at the lowest possible level; and 

WHEREAS, Transportation is in no sense a luxury but is a vital necessity and 
there is, therefore, sound reason for distinguishing between the transportation 
taxes and other excise taxes that are imposed upon luxury items; and 

WuHueEreas, It is the opinion of the Legislature of the State of California that 
the best interest of the Country and particularly the western states, who are 
now discriminated against by the present transportation taxes, would be served by 
a repeal of those taxes; and 

Wuereas, There is presently pending before the Congress of the United States 
legislation which would repeal the tax on transportation of property and which 
would repeal the tax on transportation of persons; now, therefore, be it 

Resolved by the Senate and Assembly of the State of California, jointly, 
That the Legislature of the State of California respectfully memorializes the 
Congress of the United States to enact into law such legislation or any other bill 
or bills which would accomplish the same purposes; and be it further 

Resolved, That the Secretary of the Senate be hereby directed to transmit 
copies of this resolution to the President and Vice President of the United States 
and to each Senator and Representative from California in the Congress of the 
United States. 


President of the Senate 


Speaker of the Assembly 
Attest: 


Secretary of State 
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Senator Kucner. Any comments, Senator Humphrey or Senator 
Bible ? 

Senator Humpurery. Only that I want to concur with the witness. 
I thoroughly agree, and in an area as far west as this great State, 
which has to compete with markets where there are freight- rate prob- 
lems, this is a very y import int recommendation, and you are to be com- 
mended for making it, Senator, 

Mr. McCarruy. Thank you, sir. 

Senator Kucnen. I want to echo the comment that has just been 
made. 

The fact of the matter is that western America has been placed at a 
considerable disadvantage by reason of freight rates and of transpor- 
tation costs, and, when the Federal Government continues to levy 
excise txes in that fi ield, it merely adds to the burden and enlarges the 
discrimination, in my judgment. 

I want to say very frankly that, classically, I do believe that excise 
taxes are not a proper field for Federal legislation. Excise taxes, in 
my judgment, and I think in the judgment of competent authorities in 
that field, should be preserved for such action as the States of the 
American Union wish to make of it. 

So, speaking for myself, I look forward to the time when Federal 
excise-tax legislation may be re pealed in toto. We have had a rather 
unique record in World War I, for example, gentlemen. The Con- 
gress of the United States adopted death-tax legislation on a tempo- 
rary basis. Well, here, almost half a century later, we still have 
estate taxes, 

That is the way with the excise taxes, into which field the Govern- 
ment went during the next great emergency, and I do look forward to 
the repeal of all excise taxes, including those which are levied on 
transportation costs. And I appreciate, Bob, your comments, and I 
promise you that the committee will study the recommendations which 
you make. 

Mr. McCarruy. Thank you, sir. 

Senator KucueL, Sundry statements have been prepared, Mr. Chair- 
man, and, if there is no objection, I ask unanimous consent th: at those 
which are outlined in a table before me be placed in the record in full. 

Senator Htumpurey. It will be agreed to, if there is no objection. 

(The statements referred to are as follows:) 


STATEMENT OF CLINTON DOWNING, OAKLAND, CALIF., SEPTEMBER 16, 1957 


SENATE COMMITTEE ON SMALL BUSINESS, 
Senate Office Building, Washington, D.C. 

GENTLEMEN: We note with considerable interest your plan to conduct local 
hearings to round out preparations for writing a new tax bill. While we do 
oot believe our verbal testimony would be particularly valuable, we and many 
of our acquaintances are hopeful that tax relief will be forthcoming. 

In our case, starting as a new company only 5 years ago, it has been most dif- 
ficult to eXpand our operation rapidly enough to maintain a healthy growth. 
We have such a long way to go that the extra burden of building our capital 
assets with heavily taxed dollars has retarded our growth to some extent. 

Several methods of reducing the tax burden would be helpful to us, the most 
straightforward one being a deduction for additional investment during the 
taxable vear. 
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While alternative methods of depreciation on equipment would be desirable, 
expending capital investment on equipment is not a large factor in our opera- 
tion compared with investment in stock inventory and warehousing. 

Cavalier of California is organized as a partnership solely because of the 
high tax rates on corporations in our income bracket. (Our annual gross 
sales are under one-half million.) However, there are several advantages to 
being a corporation which we would like to obtain, were it not for the adverse 
tax situation. A simple method, permitting corporations to be taxed as part- 
nerships, would be desirable. 

We appreciate the opportunity of bringing these points to your attention. 

Very truly yours, 
CAVALIER OF CALIFORNIA, 
Manufacturers of Scientific Shoe Dressing and Leather Finishes. 
CLINTON DOWNING. 


STATEMENT OF FRANK K. OrRk, PouLTON & ORR, INSURANCE BROKERS, OAKLAND, 
CALIF., SEPTEMBER 16, 1957 


San Francisco hearing, September 20, 1957 


SENATE COMMITTEE ON SMALL BUSINESS, 
Senate Office Building, Washington, D.C. 


JENTLEMEN: Members of the revenue and taxation committee of the Oakland 
Chamber of Commerce have received some material pertaining to the above 
hearings. This material has, in turn, been discussed with a number of clients 
of this office engaged in mercantile manufacturing and construction fields. 

As might be expected, tax relief has a universal appeal, although each indi- 
vidual is inclined to favor a form of relief which applies to his particular, in- 
dividual situation. Those with whom I discussed the matter are what might 
be described as “small”? small-business men with from 10 to 50 employees each. 
One particular form of tax reduction did have unanimous approval among them. 

Permission for partnerships and proprietorships to elect to be taxed as corpora- 
tions and an increased exemption of corporate income subject to surtax were the 
features which these businessment felt would contribute the most of their own 
ability to expand business operations from earnings in annual increments with- 
out being forced into mergers or heavy borrowings to finance desirable expansion. 
Perhaps the result of this type of action on a nationwide scale is one of the 
things which the present subcommittee will wish to consider in preparing its 
recommendations. 

FRANK B. Orr. 


STATEMENT OF H. R. FREEMON, PRESIDENT, RoyAL CONTAINER CO., SAN FRANCISCO, 
CALIF., SEPTEMBER 10, 1957 


SELECT COMMITTEE ON SMALL BUSINESS, 
United States Senate, Washington, D.C. 


GENTLEMEN: Mr. E. L. Turkington, regional director, has sent me a memo- 
randum for witnesses and requested my comments. 

Before answering the questions, as briefly as possible, may I advise you that, 
as a member of the Small Business Administration and president of the Royal 
Container Co., it is only possible for me to express my opinions from my own 
experience in our industry. 

In the past 2 years we have seen the merger of the following companies: 
Weyerhaeuser Timber Co., Owens-Illinois Glass Co., National Container Co., 
Crown Zellerbach, Continental Can Co., St. Helens Pulp and Paper, Hazel- 
Atlas Glass Co., Robert Gair, Kieckhefer, International Paper, and Long-Bell 
Lumber Co. 

All these merged companies are, in a great measure, the reason why in our 
industry (packaging) so many small businesses are being eliminated or being 
absorbed by these manufacturers. The small manufacturer cannot meet this 
competition. 

Briefly may I explain that an integrated manufacturer makes not only the 
paper but converts to the finished product making their profit on the base ma- 
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terial; in this case it would be paper. The conversion is merely a means to an 
end. The price of the paper is determined by the largest manufacturer and 
all other manufacturers follow. The conversion prices are also set up in each 
district by the largest manufacturer and all others follow. For example, the 
manufacturer making the paper makes perhaps 90 percent of his profit in the 
making of paper. A very small profit is left for the conversion. Now when 
we speak of converters we are talking of the small manufacturer because only 
small manufacturers are converters as against the integrated supplier. The 
small-business operator has limited capital and credit, pays the same union 
wages and the same price for his paper. 

Now, to answer the questions with these thoughts in mind: 

I believe tax reduction is necessary. I am not prepared to say what form 
it should take. It might be that a basis might be figured on capitalization. 
For example, a company capitalized for, let’s say, $500,000, making a net profit 
of $25,000 a year would have to pay $5,500 Federal taxes and another 5 percent 
State taxes. You can readily see that the working capital shrinks, for in order 
to keep abreast with competition and maintain business, additional equipment 
must be purchased and their capital is tied up in accumulated collections. I 
also believe there should be a revised schedule for personal exemptions. 

I think I have answered all four questions in the foregoing. 

Regarding suggestions for small business tax relief— 

1. I would most certainly permit estate taxes to be paid in installments over 
a period of years. 

2. If it would be to their benefit I would agree to permit partnerships and 
proprietorships to elect to be taxed as corporations. 

3. If some method could be worked out it might prove beneficial to permit tax- 
payers to use alternative methods of depreciations. 

4. I would agree to permit a proprietor of unincorporated business to be treated 
as an employee under qualified pension, profit-sharing, or stock-bonus plan. 

5. Graduated corporate tax rates. Definitely. 

6. I would look into the situation further before permitting election of standard 
deduction for small business. 

7. Permit deduction for additional investment during taxable year. This 
deserves consideration. 

8. I have no opinion regarding the increase exemption of corporate income 
subject to surtax. 

9. Reduce corporate normal tax. I would say yes. 

I trust the foregoing will be of value to you. It is only my own conclusions. 

I am at your service. 

Very truly yours, 
H. R. FREEMON, 
President, Royal Container Co. 


STATEMENT OF GORDON H. HluBeR, UNION PAPER Co., OAKLAND, CALIF., SEPTEMBER 
17, 1957 


SENATE SMALL BUSINESS COMMITTEE, 
San Francisco, Calif. 

GENTLEMEN: We would like to stress but two points of the many which can 
be advanced for the relief of small business. 

First, we think that there should be a greater refinement of definition of “small 
business.” Under the modern concept, small business includes everything from 
the small, one-man grocery store to the large corporation which borderlines on 
big business. Perhaps several categories within the general classification of 
small business would be in order, to the end that intermediate problems could 
be recognized and dealt with in proper perspective. 

Our second point deals with tax relief to allow for growth from the profits of 
a successfully operated business. During the last few inflationary years, growth 
has been particularly difficult. True, or real growth, of a business is based upon 
unit volume, not dollar volume. With the combination of inflation and income- 
tax schedules, many businesses have been hard pressed to finance a constant unit 
volume no matter how successful they have been. In many of these successful 
operations, there has been little or no opportunity to finance growth. Certainly 
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this is hardly a sound economic situation. It completely thwarts the great 
American tradition of success based upon hard work and thrift. . 
Respectfully, 
UNION PAPER Co., 
Gordon H. Huser. 





STATEMENT OF A. E. McINTYRE, OAKLAND, CALIF., SEPTEMBER 11, 1957 


SENATE COMMITTEE ON SMALL BUSINESS, 
Senate Office Building, Washington, D.C. 

GENTLEMEN: Today I attended a meeting of small-business men to prepare 
for a hearing before Senator Sparkman’s Small Business Committee in San 
Francisco on September 20. We discussed many aids to small business, all 
of which were excellent. It is my opinion the greatest aid to small business 
would be to increase the exemption of corporate income subject to surtax. There 
are many other reliefs that could be suggested such as permission to write of! 
capital equipment in a shorier period than presently allowed. This would be 
of help in many instances where large capital investments of machine tools ave 
required ; however, that would not help the smali-business men in the service 
trades where capital equipment is not required. 

Our company, because of lack of money to put back in the business, cannot grow 
as quickly as the economy justifies. We pay very little or no dividends, vet our 
earnings barely take care of the growth of inventory and accounts receivable, 
and we must depend upon borrowings to finance required machinery, equipment, 
and buildings. The amount we can borrow is limited and risky as it must be 
paid back. With an increased exemption of income subject to surtax, more 
capital would be available to finance our growth. 

I wish your committee every success in its attempt to relieve the tremendous 
burdens of small industry. 

Sincerely, 
MALSBARY MANUFACTURING Co., 
Steam Vapor Cleaners. 
A. E. McInryre, President. 


STATEMENT OF RICHARD A. FELTER, OAKLAND, CALIF., SEPTEMBER 16, 1957 


Mr. WILLIAM ERICKSON, TAX COUNSEL, 
Senate Committee on Small Business, 
Senate Office Building, Washington, D.C. 

DeEaAR Sir: It was a pleasure to talk with you on your recent visit to Oakland. 
I certainly hope your trip was productive and your prepe vations satisfactory. 

On speaking to various other small-business operators, I tind much interest 
and hope with regard to the tax bill you are preparing; also some skepticism. 
Most of the individuals are completely wrapped up in their own sales, produc- 
tion, and management problems. They are reluctant to spend the time and 
thought necessary to prepare statements, especially since your list of suggested 
features is quite complete. 

The type of relief that would help our company most is in the category of in- 
creasing the percentage of earnings that can be reinvested in the business, mostly 
as inventory. Equipment depreciation, while of vital importance to many mann- 
tacturers, is of secondary importance to us. 

Thus a deduction for additional investment would be a desirable part of the 
tax bill. However, if this were difficult to obtain, reduction in corporate normal 
tax and graduated corporate tax rates in this region would be helpful. 

We feel that your bill, if passed, will be of vital importance to small business. 

Very truly yours, 


VaNn-S LABORATORIES, 
Drugs and Cosmetics. 
RIcHARD A. FELTER. 
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STATEMENT OF FRED F, WILLIAMS 
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OAKLAND, CAuir., September 16, 19. 
SENATE SMALL BUSINESS COMMITTEE, 
Old Mint Building, San Francisco, Calif. 

GENTLEMEN: We wish to suggest that some form of tax relief be granted to 
the operators of small foundries for purchasing smog-control devices. 

Smog- and air-pollution ordinances have been enacted which make it manda- 
tory that cupolas (furnaces in which iron is melted) have smog- and air-pollu- 
tion-control devices on them. 

Conservative estimates of the costs of these devices run from $30,000 to over 
$100,000. 

Unless some form of relief is granted, this will force many small foundry 
operators out of business. If a foundry were allowed to set aside a few thou- 
sand dollars each year until a reserve account large enough to purchase the 
necessary equipment was created, the small foundries which have a profit of 
less than $20,000 a year would not be forced out of business. 

Very truly yours, 
EMPIRE Founpry Co., INc., 
FreD T. WILLIAMS, President. 


STATEMENT OF EMMONS McCLUNG, CALIFORNIA RETAILERS ASSOCIATION, 
SACRAMENTO, CALIF., SEPTEMBER 10, 1957 


Mr. WILLIAM J. ERICKSON, 
Tax Counsel, Senate Select Committee on Small Business, 
Senate Office Building, Washington, D. C. 

Dear Mr. Erickson: Thank you for your recent letter outlining the program 
by which witnesses were selected for the committee hearings to be held in Cali- 
fornia, and more specifically in San Francisco, September 20. 

On learning that your committee would be in California we wanted to be of 
as much assistance as possible, Mr. Vincent D. Kennedy, our managing director, 
asked that I check into the matter and offer you all possible assistance. 

We will not present any specific witnesses since your letters indicates you have 
an extremely long day scheduled. 

We are having Mr. Adrian A. Kragen, our chief counsel, prepare a written 
statement to be filed with the committee. It will be prepared along the lines 
suggested in your outline. Wither Mr. Kragen or myself will present it to you. 
Mr. Kragen has been scheduled to speak before the California Supervisors Asso- 
ciation at the time of your hearing in San Francisco. I will be in Sacramento 
most of September 19 but plan on coming to San Francisco late that afternoon. 
Since we will both be staying at the Whitcomb, getting together should be no 
problem. 

As you know, we are a statewide association representing the broad field of 
retailing in California and it is possible that because of the scope of our opera- 
tions we may be able to bring to you a comprehensive view of the problem 
you are studying . 

If there is any other way we can be of service to you or the members of your 
committee please feel free to call on us. 

Very truly yours, 
EmMMONS McCLUNG, 
Associate Managing Director. 


Senator Kucnre,t. Now, Mr. Chairman, the first witness is a dis- 
tinguished small-business man of the Nation, and I am delighted to 
welcome here a fellow citizen from across the bay in Oakland, Mr. 
Donn C. Sigerson, of the Allwork Manufacturing & E ngineering Co., 


before this committee and will ask him to give his statement at this 
time. 
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STATEMENT OF DONN C. SIGERSON, PRESIDENT, ALLWORK MANU- 
FACTURING & ENGINEERING CO., OAKLAND, CALIF. 


Mr. Sicerson. Thank you very much. 

Iam Donn Sigerson. 

Senator Humpurey. Could we ask just a question or two? It will 
help all witnesses when you come to the stand, to identify yourself 
by name and address and also give us a description of your business. 
We are interested. We would like to know what your background is. 

Mr. Sicerson. I will go ahead and advertise one of my products. 

Senator Humpnurey. Go ahead. This is a chance to put in a plug. 

Mr. Sicerson. I have a metal-stamping plant. I make things out 
of metal through metal stamping and fabrication. I manufacture 
a lot of parts for automobile companies in the West, for General 
Motors and Chrysler. I also have a line of proprietary products or 
products which I patented, the most recent of which, and the most 
notable in the toy field, I feel, is the tumble tub. 

Senator Humpurey. What is the name of that? 

Mr. Sicerson. Tumble tub. 

Senator Humpurey. I wanted to be sure everybody got that. 
[ Laughter. | 

Senator Bratz. How many men do youemploy ? 

Mr. Sicerson. One hundred twenty-five people. 

Mr. Sruurs. Is this a corporation ? 

Mr. Stcerson. Yes; it is. 

Mr. Stuurs. Closely held by your family ? 

Mr. Sicerson. It is a sole ownership, a proprietorship, and then 
formed into a corporation. 

I am very pleased to have the opportunity of adding my voice to 
that of the many other small-business men around the country who 
are requesting modifications and adjustments in our present tax laws 
to bring them abreast of the small-business needs of today. 

All the small-business men that I have talked to feel these hearings 
are a splendid example of the American way of doing things. It 
provides small-business men such as myself an opportunity to talk 
about our needs, our problems, and to make recommendations for 
solutions to these problems. 

I am sure the Senators will appreciate that the small-business man 
is not particularly articulate. He certainly is not a trained pam- 
phleteer nor an experienced public speaker. This fact will place a 
good part of the burden of communication between the Senators and 
the small-business men upon the Senators, and I think that is one of 
the reasons why, in the past, we have not been able, as small-business 
men, to have been as forceful as we might have been or as certain other 
segments of the community, and I am sure that their patience in this 
regard, as evidenced by holding these hearings, will eventually bring 
out the true state of affairs and the great need of hundreds of thou- 
sands of small-business men for tax modifications. 

The nine points which have been proposed as possible desireble 
modifications go to the very root of the need. The continued stability 
and growth of small businesses. The nine points are: 

(1) Permit estate taxes to be paid in installments over a period of 
years. 
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(2) Permit partnerships and proprietorships to elect to be taxed 
as corporations. 

(3) Permit taxpayers to use alternative method of depreciation 
provided by section 167 of 1954 Internal Revenue Code for used 
property. 

(4) Permit a proprietor of unincorporated business to be treated 
as employee under qualified pension, profit-sharing or stock-bonus 
ve 

(5) Graduated corporate tax rates. 

(6) Permit election of standard deductions for small business. 

(7) Permit deduction for additional investment during taxable 
year. 

(8) Increase exemption of corporate income subject to surtax. 

(9) Reduce corporate normal tax. 

Not all these points appeal equally to every small-business man. 
Some are more concerned with the alternative methods of deprecia- 
tion, while others are more concerned with permitting partnerships 
and proprietorships to be taxed as corporations, and so forth. 

Since Mr. Erickson of your staff visited with me and a group of 
my small-business friends several weeks ago, I have had meetings 
with the small-business men in chambers of. commerce, trade associa- 
tions and other groups, as well as considerable conversation with indi- 
viduals small-business men. The purpose of these meetings and 
conversations was to inform them of the impending hearing by your 
committee here today, and to assure them that insofar as I could 
tell, this represents the very best opportunity we, as small-business 
men, have had or that we are likely to have to present our case 
before the gentlemen who, with their colleagues, have the power to 
rectify our predicament. I make that point because a lot of these 
gentlemen were not able to get here today. 

The desirability of permitting estate taxes to be paid in install- 
ments over a period of years strikes most of us who have been reason- 
ably successful in our operations as being highly advantageous for 
our families as well as the employees who have helped us build our 
business. Surely this is a point which will not particularly benefit 
the head and proprietor of a successful small business. It would be 
a form of insurance for his family and his employees because it would 
enable them to carry on the business and not be faced with possible 
liquidation or forced sale of the business in order to meet the estate 
taxes as the present bill is set up. 

The small-business man has to worry while he is alive about how 
the family is going to pay this tax, and the family has to worry about 
it after he is gone. 

Then there is another important facet in this connection, and that is 
when the small-business man ends ingers the growth, success, and sta- 
bility of his business while he is alive through his effort to protect his 
family after he is gone. In this desire to "provide protection, he is 
apt to become indecisive and unagegressive in the operation of his 
small business. He begins to hedge and to retreat rather than carry- 
ing on in the best interest of a growing business. Certainly one of 
the greatest, if not the greatest motivation of the small-business man 
is his desire to build an estate for his family after he is gone. 
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It has been my personal observation that the small business either 
grows, or it begins to die. There does not seem to be any high, safe 
middle ground. 

To my mind, one of the questions that the Senators might ask them- 
selves is: “Do they think an investment in a small business to be 
sound? Would they invest their own earnings and savings in a small 
business in the face of today’s incumbering and prohibitive t ax laws?” 
If I were not a small-business man in my own small business, I would 
not invest in a small business, other things being aaa no matter 
how aggressive the management, because, fr ankly, I do not think it 
is a particularly sound investment. Most of the small-business men 
I know, if they have any surplus funds, and this is a rarity, invest it 
in General Motors, DuPont, American Telephone & Telegraph, Stand- 
ard of California, or some other big business or bonds, which they 
know have a better opportunity for survival than the businesses which 
are owned by their small-business friends and associates. This is 
because they know too well the hazard attendant upon a small-business 
operation. 

I have been a small-business man for 15 years, and in that time, I 
do not believe I have ever heard or known of a case where a small- 
business man has made an investment in another small business. 
Where he has invested in another small business, it was to eliminate 
a competitor or to obtain more advantageous services or purchases 
for his own small company and not to obtain a normal return on his 
money. 

Perhaps this statement may not appear relevant at first glance, 
but the point is that small business is a very hazardous occupation 
and is certainly considered so by bankers and people who specialize 
in investing money for security and a return on their investment, 
primarily, I believe, because of the present tax sitaution. 

The greatest change in the small-business climate in the last decade 
or so has been the imposition of taxes which are not consistent with a 
healthy small business. The greatest danger ahead for the small busi- 
ness lies in, what I consider, the remarkable paradox of, on one hand, 
both political parties and Government officials announcing the impor- 
tance of our small business and the free-enterprise system, and on the 
other hand, they are legislating them out of existence through taxa- 
tion. 

As a manufacturer, I am particularly concerned with the alterna- 
tive methods of depreciation provided by section 167 of the 1954 
Internal Revenue Code to be extended to used property. I can best 
demonstrate this point through a personal example. 

Recently, I bought a very large, for me, press from a large auto- 
mobile company. “One thousand parts per hour is all this machine 
will turn out. The automobile company took it out of their line 
because, as I understand it, they were replacing it with a machine 
that would do twenty-five hundred parts an hour. They had to be 
competitive. 

While this machine was no longer suitable for them and had to be 
replaced by a faster machine, it still is an excellent machine and fast 
enough for me to produce a toy, the Tumble Tub, on. It is the most 
expensive machine I have in my plant, yet under the law I am allowed 
to write it off at the rate of 10 percent per year. This places a very 
great handicap on my buying still another piece of equipment and 
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adding more people to my payroll because I exhausted my budget 
for punch-press expansion in the procurement of this machine. 

One large machine like this feeds half a dozen small machines. In 
other words, there is one big stamping operation and a lot of subsid- 
lary opel rations, but you have to have a big operation. I could draw 
a bathtub on this machine. This provides work for at least six 
other men in addition to the man who will operate this particular 
machine. I could obtain orders and employ 6 or 7 more people if I 
had the capital to put into another similar machine, which, inci- 
dentally, is available. This is not possible today. However, the differ- 
ence between the depreciation on a used piece of equipment and a new 
one would make acquiring another machine, right now, and this my 
accountant has worked out, entirely practical for me. 

A further point of partic ‘ular importance to a manufacturer is the 
matter of salvage value of used equipment. Establishing its salvage 

value at the time of its purchase, which is the present law, is certainly 
no guaranty that it will be salable at this price a good many years 
later. There would seem to be, from the point of view of the small- 
business man, sound grounds for limiting salvage value, when figur- 
ing deprecis ition, to scrap value less cost of removal. 

One of the most effective ways for increasing employment in small 
manufacturing plants would be through the permitting of deductions 
for additional investments during a taxable year. I personally feel 
that most small-business men would only take advantage of this if 
this reinvestment was tied to a specific job or contract wherein the 
procurement of additional inventory or facilities would return a 
profit. Additional contracts, facilities and inventories would auto- 
matically mean more employment. 

This feature would certainly strengthen the hand of the small manu- 
facturer when he sat down with his banker to negotiate a loan. The 
retention of say $10,000 under this provision is really a lot more than 
$10,000 of working capital as far as the manufacturer is concerned 
for his manufacturing operations. It would enable him, I think in 
most cases, to borrow still another $10,000 or more. In some cases, 
$1, where retained in the business, would provide, it has been my 
experience, $3 additional working credit, which is the same as work- 
ing capital, with which to finance payrolls, and so forth. 

I know that all small-business men everywhere will be watching 
with keen interest this committee’s success in the next session of 
Congress. ‘These subcommittee hearings will have provided the 
small-business man with the first ray of hope that has been apparent 
to them in a very long time. 

Senator Kucner., Senator Humphrey ? 

Senator Humpnurey. I want to assure the witness that, as one Sen- 
ator, and I gather from the comments I have heard from my col- 
leagues on other occasions, we are very much impressed with the urgent 
need of rev ising the depreciation sc ‘hedule on used equipment. ‘The 
example you have given us is a very helpful example in terms of 
explaining the needs to the committee. And also this matter of the 
type of tax credit on invested capital, out of earnings, is another very 
practical suggestion, and I have been so impressed by the soundness 
of the recommendations which we have received from our business 
people, not only their soundness but given in such constructive man- 
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ner there does not seem to be any acrimony or vitriol. It is just that 
they have to be done, and you are going to have our cooperation. 

Senator Kucuet. Senator Bible? 

Senator Brsxe. I have nothing further to say except to agree with 
what Senator Humphrey said, and I think this is a field of great 
assistance because the plight of the small-business man without any 
capital is such that he should have more available, and I think this is 
the place where we can jar them loose. 

Senator Kucnev. Thank you, Mr. Sigerson, and I think your com- 
ments are a very excellent basis upon which to proceed in this area 
of California, and I can assure you that many of the recommend: ations 
which you and this committee jointly have been interested in, in my 
judgment, will become the law of the land next year. I think I can 
say that. 

Senator Humpnrey. I feel very much so. 

Mr. Sicrrson. Thank you, gentlemen. It was a very great honor. 

Senator Humpurey. Thank you, sir. 

Senator Kucuerr. The next witness is Mr. Ed Osgood of the DePue 
Warehouse. Mr. Osgood is also an old friend of mine, and I am 
delighted to see him here in San Francisco again. 

Ed, if you will come forward and sit down, we will be very happy 
to hear from you. 


STATEMENT OF EDGAR D. CSGOOD, DePUE WAREHOUSE C0., SAN 
FRANCISCO, CALIF. 


Mr. Oscoov. Thank you, Senator. 

My name is Edgar D. Osgood. I am an operator of a warehouse, 
the DePue Warehouse Co., 1301 Sixth Street, San Francisco. I am 
also a member of the National Board of Field Advisers for the Small 
Business Administration, region 12. 

As a small-business man, with contacts with many other firms which 
come under the same classification in this area, I am extremely con- 
cerned over the future growth, and indeed, the continuing good health 
of what I believe to be the ver y backbone of our free-enterprise sys- 
tem—small business. Our national well-being is in great measure 
made possible by the enterprise of over 4 million small businesses, em- 
ploying, investing, participating in community growth, and becom- 
ing, in many instances, the basis of large industry. 

The reasons for the failure of more and more small businesses are 
many, but the basic reason is our inability, due to factors beyond our 
control, to compete with larger firms, or grow apace with our expand- 
ing, inflating economy under existing handicaps. 

We believe that there can be enacted legislation to help small busi- 
ness, and that this committee, the Select Committee on Small Business, 
can do much in this direction. Specific recommendations which could 
be of great relief to small business, follow. We need: 

One. Legislation to permit partnerships and proprietorships to 
have the same advantages as corporations from a tax standpoint. 
This would enable small business to accumulate reasonable reserves 
to combat inflation, which has resulted in increased costs of machinery 
needing replacement, carrying larger accounts receivable, increased 
rates of interest, labor and equipment. In a tight money market, it 
would mean we would have to borrow less, and in some cases, due to 
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poor earning records, extra capital or loans cannot even be had for 
small business. It would allow us to set aside tax-free money under 
profit-sharing or stock-bonus plans, and in some cases, allow us to be 
treated as an ‘employ ee under a qualified pension plan. 

Mr. Sruurs. Right there, Mr. Osgood, if you incorporated, you 
could be tre sated as an employ ee even though 7 you were a sole owner, is 
that not correct? 

Mr. Oscoon. If I was able to, that is correct, I could. On the other 
hand, there are disadvantages of incorporating to certain small busi- 
nesses, especially if there is a minority interest, which, let us say, is 
held by another member of the family, and you have a double taxation 
situation which is very severe, which is one of the reasons for that. 
‘That is true in my particular business. 

The second point which I would like to make which I think is im- 
portant for this committee is legislation establishing a graduated cor- 
poration tax rate. Following the precedent set for income tax, there 
is no reason why corporation ‘rates cannot be graduated for the benefit 
of the majority, small business. A percentage increase in the highest 
rate would undoubtedly keep this system from causing a loss in tax 
revenue. This would encourage the incorporation of many small busi- 
nesses, increasing revenue, and giving these businesses greater liability 
protection and other corporate advantages. 

The third point, I think, that is very important, is legislation to 
allow estate taxes to be paid over a longer period of time. A 5-year, 
instead of a 1-year, period for payment of small-business estates would 
reduce fire sales and tend to give more continuity to small business. 
— present law does not give enough time to properly dispose of a 

all business without undue damage to said firm. 

Fourth, legislation to allow the high rate of depreciation provided 
by section 167 of 1954 Internal Revenue Code for used property or 
equipment to apply. Large firms, unlike us, have the purchasing, or 
borrowing, or other means to buy expensive new equipment, and 
depreciate same under accelerated depreciation schedules. Small 
business does not. Buying used equipment does not give you the 
same opportunity of bettering your cash position. 

Small business must be encour: aged and helped to compete, in this 
age of huge machines and enterprises, for the total benefit of our 
economy. It should not be discriminated against as it is by existing 
legislation. Your committee may make significant contributions 
towards strengthening the fiber of our country by providing legis- 
lation towards restoring the balance between big and small business, 
causing fewer business failures, allowing greater growth, encourag- 
ing our citizens to create the business of their choice, and encourag- 
ing us all toward the desire and strength to make the most of 
ourselves and of our country. 

That was the formal statement that I thought would cap what 
I think the feelings of many small-business men in this particular 
area are. There are a number of other things which, of course, are 
important, but there are a lot of people to hear from. 

I think we have a very serious problem with small business being 
able to get money. There has been some talk, for instance, of de- 
creasing the rate on small-business loans from 6 to 5 percent. I per- 
sonally feel that that would be a mistake, because the banks have 
participated in some 57 percent of the loans in the Small Business 
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Administration here, as I understand it, and a simple decrease in 
rate would mean that we would have fewer bank participations in 
loans. And, actually, a small-business man is delighted to pay 6 per- 
cent if he can get a good loan. 

In my particular instance, I have just borrowed money. Two 
years ago, this money cost me 5 percent simple interest. Now, it is 
4 percent compound; so, in other words, I am paying an 8 percent 
interest. My financial position is such that I can get this loan. But 
I do not think the answer to the small-business problem is in the 
bill, which I understand has passed the House, which would decrease 
the rate of interest. That is not the problem. Our basic problem 
with small business is getting loans at all, and getting more know- 
how, and getting some tax relief. 

Senator Kucuen. Thank you very much, Mr. Osgood. Senator 
Humphrey, any questions / 

Senator Humrnrey. No. I think Mr. Osgood’s statement is very 
self-explanatory and very articulate. We have many other wit- 
nesses, and I want to commend him on the conciseness of his state- 
ment and pointedness. 

Mr. Oscoop. Thank you. 

Senator Bretz. May I ask two questions? How many employees 
do you have, Mr. Osgood ? 

Mr. Oscoop. I have 30 employees. 

Senator Brste. I know you mentioned as a possible area of relief 
to allow estate taxes to be paid over a longer period of time. You 
have an estate tax in California; is that not true? 

Mr. Oscoop. Yes. 

Senator Briere. Is there any precedent? Do they allow any period 
of time within which to pay an estate tax ? 

Mr. Oscoop. I do not know the answer. I have not been faced with 
the problem myself, thank goodness; that particular problem has been 
faced by many other small businesses here. 

Senator Kucuer. I might say there is provision in the inheritance 
tax laws in California for some administrative continuances, but, of 
course, I must point out, Senator, that our State inheritance tax does 
not constitute a serious economic problem. It is in the high rates of 
the Federal estate tax, as you well know, where the survivors of a 
family business come into trouble. 

Senator Brsue. I recognize that. 

Mr. Oscoop. Yes. 

Senator Bisix. The only purpose of my question was to wonder if 
there was not some pattern or precedent, possibly, in the State of Cali- 
fornia, if you had an estate tax, which may be rather minimal, do you 
have a number of years to pay it ? 

Senator Kucue.. No. 

Mr. Oscoop. No. 

Senator Brete. Thank you. 

Senator Kucnen.. Thank you very much, Mr. Osgood. 

The next witness, Mr. Chairman, is a gentleman from the great San 
Joaquin Valley, Mr. E. S. Christoffersen, who is the owner of the 
Christoffersen poultry feed and egg market in the city of Turlock. 
He is a public-spirited citizen, and he has served as mayor of that 
city, and we will be glad to hear him. 
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I might say that our colleague, George Miller, has just come into 
the room. 

( Discussion off the record. ) 

Senator Kucuet. Without objection, the committee will be de- 
lighted to hear from our California colleague, Congressman George 
Miller, who has one of his constituents with him. 


STATEMENT OF HON. GEORGE P. MILLER, REPRESENTATIVE IN 
CONGRESS FROM THE EIGHTH DISTRICT OF THE STATE OF 
CALIFORNIA 


Mr. Minter. Mr. Chairman and members of the committee, I want 
to thank you for the privilege. 

I have Mr. Norman Burkhim with me, who is interested in a small 
export packaging company that has run into a few difficulties with the 
Government, ‘and I would like you to hear Mr. Burkhim if you will. 

Senator Kucnen. Very well, Mr. Burkhim. 

Mr. Miter. I want to express my appreciation for this. I tried 
to get over here at the time you were opening this morning. You 
offered me that privilege, and this is as quickly as we could get here. 

Senator Kucuen. Will you proceed, sir ? 


STATEMENT OF NORMAN T. BURKHIM, GENERAL MANAGER, 
DREISBACH EXPORT PACKING CO., AND DREISBACH BOX & 
LUMBER CO., OAKLAND, CALIF. 


Mr. Burxurm. I think I would clarify this, for the matter of the 
record, if I read this letter that was addressed to Congressman Miller, 
as of July 2, 1957. 

Senator Humpurey. What is your business, Mr. Burkhim ? 

Mr. Burkurm. General manager of the Dreisbach Export Packing, 
Dreisbach Box & Lumber Co. 

Senator Humpurey. You are from San Francisco ? 

Mr. BurkHm™. Weare located in Oakland. 

Senator Humpnrey. Oakland ? 

Mr. Burkxuim. Right. 

Senator Humenrey. Go right ahead. We like to get that prelimi- 
nary information, just for the record. 

Mr. Burxuim. Thank you, sir. 

Senator Humpnrey. May I ask just one other question, Senator 
Kuchel? How many employees do you have ? 

Mr, Burkurm. We have at the present time approximately 33, 

Senator Humpurey. Are you a company or a corporation ¢ 

Mr. Burkuim. We operate as a division. We are a company that 
is in the process of being incorporated at the present time. 

Senator Humpnrey. Thank you very much. 

Mr. Burkxurm. I will goahead with this letter. [Reading :] 

DEAR CONGRESSMAN MILLER: In 1956, the district engineer, San Francisco dis- 
trict, Corps of Engineers, United States Army, adopted a contractual procedure 
in relation to overseas packing, and packaging which resulted in dislocating, to 
a serious extent, the operations of numerous established civilian overseas pack- 
ing firms in San Francisco Bay area, which in the past had efficiently and 
‘conomically performed overseas packing and packaging operations under com- 
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petitive bidding, utilizing their privately owned plants and equipment, and their 
trained labor forces. 

In essence, despite vigorous protests made before any award of contract, an 
agency of the Federal Government, intentionally or otherwise, has engaged 
itself competitively with private business. 

The contractual procedure placed in effect was for the district engineer, San 
Francisco district, to provide Government-owned space only for packing and 
packaging operations, and for the contractor to provide necessary packing 
and packaging equipment, materials, and labor. 

It is believed that it can be ascertained that the contractual procedure em- 
ployed has not accomplished the objectives anticipated, but has resulted in 
the dissociation of established competitive bidding, has resulted in inefficiency 
and loss of time. It is further believed that the Government had had to adjust 
the volume of shipments delivered to the contractor in order that delinquencies 
in meeting shipping schedules would not result. 

It has been learned that the aforementioned district engineer has been, 
and is acquiring packing, and packaging equipment of considerable value, be- 
lieved to be in excess of $100,000, and proposes to provide both space and pack- 
ing equipment. 

In effect, if this contractual procedure is permitted, the contractor will only 
furnish labor and materials. In other words, the Government proposes to call for 
competitive bids for labor principally. 

This disruptive procedure must not be permitted to interfere with the estab- 
lished packing firms which have considerable private investment in packing and 
packaging equipment, and from whose trained labor forces the prospective labor 
contractor must, of necessity, secure his trained workers. 

It is respectfully requested that this serious situation which results from 
complete disregard of the spirit and intent of Department of Defense Directive 
No. 4145.3, dated 24 August 1953, be investigated by the Armed Services Com- 
mittee of the House of Representatives, of which you are a member. 

This letter is written with the concurrence of the following packaging firms 
to which copies have been furnished. 

Richmond Export Services, 2114 McDonald Avenue, Richmond, Calif. 

Engineered Export Services, Inc., 80 98th Avenue, Oakland, Calif. 

Dreisbach Box & Lumber Co., Export Packaging Division, 111 San Leandro 
Boulevard, San Leandro, Calif. 

Packaging Service Co., 2407 Harrison Street, San Francisco, Calif. 

Acme Export Packing Co., Pier 46—B, San Francisco, Calif. 

Ace Export Packing Co., 240 Embarcedero, San Francisco, Calif. 

A. A, A. Export Packaging Co., 295 Sixth Avenue, Oakland, Calif. 

Allied Enterprises Export Packing, 9001 G Street, Oakland, Calif. 

Export Packing Co., 880 Seventh Street, San Francisco, Calif. 

This request for an investigation is made because despite protests made 
through normal channels, no action has been taken to reestablish contractual! 
procedures consistent with specific directives, and announced governmenta! 
policies in respect to the Government competing with, and disrupting private 
enterprise. 


(Other material presented by Mr. Burkhim retained in committee 
files. ) 

Senator Humenrey. May I ask this question, Senator Kuchel, if I 
might. Could you leave the whole statement with us? 

Mr. Burxurm. Yes, definitely. In fact, I think Senator Kuchel has 
a full record of this particular transaction. This has been going on 
By or 4 years. 

Senator Humpnrey. Many times Senators and Congressmen keep 
a records for their own files, but since this is an open public hear- 

ng, I think it would be well if we could make it a part of the general 
cain: Since it is not on the tax question, I gather, but it re- 
lates to a very difficult and a very important problem to you, sir, and 
one with which we are not totally unfamiliar, because we have heard 
about it in other instances, I am going to make a suggestion here that 
our committee counsel, Mr. Erickson, and our staff director, Mr. Stults, 

take this material, which has been presented, and consult with Con- 
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gressman Miller and Senator Kuchel as well as the witness and see if 
we cannot be of some help to the gentleman. 

I say this most respectfully, because today we are trying to concen- 
trate our attention, Congressman Miller, primarily upon the tax issue 
as it relates to small business, and yet we know there are businessmen 
here with many problems other than taxes, and we do not want to avoid 
those problems. 

In every place we have gone, we have said, if a man does have a prob- 
lem we are glad to receive it, but we would like to refer it to the appro- 
priate staff people and Senators and Congressmen who are represen- 
tatives of the constituent. Is that agreeable with you ? 

Mr. Burkurm. Yes, indeed; definitely. 

Mr. Mitzier. Mr. Chairman, I appreciate your kindness in hearing 
us at this time, and I know that this is a bit foreign to your present 
agenda, but the thing is something that does affect small-business men. 
! have talked to other packagers beside Mr. Burkhim who are affected 
by it, and what I was very anxious to do was just what Senator 
Humphrey has suggested. I wanted to get it officially before the 
committee, and from there on I can pursue it with you in Washington, 
and I am certain that Senator Kuchel, who also has a similar file, when 
he gets back there, that we can present this cause there. 

Senator Kucnen. Yes, indeed, and I might add that, while the com- 
mittee has a fairly extensive schedule today, that I think if the counsel 
of the committee can spend time at a mutually convenient time with 
the witness, Mr. Burkhim, and perhaps Congressman Miller here, it 
would be helpful. 

All right. Thank you, very much, sir. 

Senator Humpurey. We want to assure you, Mr. Burkhim, that your 
plea will be heeded, and I think it is right and proper when these 
complaints come up they be brought to the attention of the committee, 
and you will get service. 

This is no way just to get something in the record. We want you to 
know when your Congressman, whom we admire and respect, Congress- 
man Miller, comes with you and asks for some help, you are going to 
get all the help that every member of this committee and its staff can 
give to you. 

Mr. Burkwam. Thank you very kindly, sir. 

Senator Kucue.. We are going to go back to Mr. Christoffersen of 
Turlock. I donot know whether I stated earlier that Mr. Christoffer- 
sen has served as mayor of that community. I have been through his 
plant, and it is quite an operation. 

We are delighted to have you come here and speak as a successful 
small-business man who has overcome overwhelming odds, and know 
the type of venture you have been engaged in. 

Will you proceed, sir. 

Senator Humpurey. May I say, Senator Kuchel, and before your 
esteemed friend from the great State of California speaks that while 
California raises quite a few turkeys, I might add for the record that 
close to it is the State of Minnesota. [Laughter.] And, if you have 
any difficulties in California, we want to invite you into Minnesota be- 
cause, with your name and with your background, and with your ca- 
pacity for work, we would just love to have you out there. 

Senator Kucuen. All right, sir. 
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STATEMENT OF E. S. CHRISTOFFERSEN, CHRISTOFFERSEN 
POULTRY, EGG & FEED MARKET, TURLOCK, CALIF. 


Mr. Curistorrersen. Senator Kuchel, Senator Humphrey, and Sen- 
ator Bible, it is indeed a pleasure and an honor to have the pleasure 
of speaking before you. 

My name is E. S. Christoffersen, owner and operator of Christoffer- 
sen Poultry, Egg & Meat Market, Sixth and Lander Avenue, Turlock, 
Calif. 

I have been engaged in this business since 1923, and we have progres- 
sively worked along all these years. We have progressed as fast as 
the tax problems w ould allow us. 

Last year, we processed 25 million pounds of turkeys, and it is an- 
ticipated this year that we will process 28 to 30 million pounds, so I 
wanted to bring that in so you know we handle quite a bit of product 
and there are lots of problems connected with it. 

Senator Bratz. How many people do you employ ? 

Mr. CuristorrerseN. Right now about 225, and our people run 390 
to 400. We have run 465. 

Senator Humpnrey. You are familiar with the poultry inspection 
bill we just passed in the Congress recently ? 

Mr. CurisTorrersen. Yes. 

Senator Humeurey. It will be of some help to you? 

Mr. CuristorrerseN. We are very happy to have it because it is 
very important to assure the public of good food, and we have been 
very much in favor of it. 

Senator Humpnurey. Now, I know why Senator Kuchel was such an 
advocate of this legislation. He must have gotten the word here. 
[ Laughter. | 

Senator Kucuet. I did, and I tried to take care of our poultry 
people. 

Mr. Curtsrorrersen. It is understood that my letter is part of the 
minutes of this hearing ? 

Senator Kucnen. Yes, without objection, the entire statement will 
appear in the record. 

(The statement is as follows:) 

SEPTEMBER 20, 1957. 
Hon. Hurert H. HUMPHREY, 
Acting Chairman, United States Senate, 
Select Committee on Small Business, 
Washington, D.C. 

DEAR CHAIRMAN HUMPHREY AND COMMITTEE MEMBERS: We are very grate- 
ful for the privilege of presenting our suggestions on the impact of Federal 
taxation on small business at this hearing today, September 20, at the Old Mint 
suilding, in San Francisco. 

We are turkey processors. Last year we processed 25 million pounds of turkeys 
and expect to process from 28 to 30 million pounds this year. We have expanded 
continually since we first went in business in 1925. We have filed income-tax 
returns the last 3 years under the change of Section 1361: Individuals Filing as 
a Corporation, as to income tax only. 

The Honorable Hubert H. Humphrey, acting chairman and committee members, 
we are indeed pleased and appreciative of you gentlemen taking of your busy 
time in holding this hearing in California on this important subject The Iim- 
pact of Federal Taxation on Small Business. The following are some points 
we wish this honorable body to consider relative to this hearing on small busi- 
ness. We have included two suggestions which are not directly relative to Fed- 
eral taxation, but are of importance to small business, for your consideration. 
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Yes, tax relief is necessary. To give relief in the following manner: (1) In- 
come-tax rate reduction off the higher brackets. (2) To present, O. K. (3) 
Donation exceptions from 5 to 15 percent. (4) There are great percentages of 
small business who expand continually (to the extent of keeping in a safe posi- 
tion) but would and should expand much faster than they are to keep up with 
the pace of their industry ; but naturally, are curtailed because of the high-income 
tax. Now, if the small industry which is expanding rapidly were allowed to 
depreciate their buildings and equipment faster, this would greatly assist small 
business to grow at the necessary pace to keep up proper expansion program. 
And in doing so, the Government would enhance their position in two ways: 

A. The building and expansion of a plant would strengthen our national 
position, 

B. The small business could make more profit by expanding faster and the 
Government would then be better off, too. 

1. Permit estate taxes to be paid in installments over a period of years. The 
answer: I definitely believe this would be very helpful, as otherwise many small 
businesses would have to close in order to liquidate enough for estate taxes. 

2. Permit partnerships and proprietorships to elect to be taxed as corporations. 
Answer: Yes, but here are the problems. 

About 3 years ago a bill was passed, section 1361 making an optional change 
in filing income tax for individuals. This was made available to help indi- 
viduals of small business by filing as though they were incorporated, yet they 
are not a corporation. This method would greatly help small business in income- 
tax returns. 

But, the problem in connection with this change is the income-tax law has 
never been interpreted so the individuals who have filed 3 yearly returns on 
income tax are doing so completely in the dark. This is not fair or just to small 
business. 

The above illustration effecting small business in taxation problems is just 
1 illustration concerning 1 section of the income tax code but there are many 
yet uninterpreted left up in the air. I have personally phoned Washington, D. C., 
and they said the percentage of these are not so great so they will have to take 
their course in due time. In other words, small business is not important, 
according to that statement, but it is to us. 

We, therefore, ask this committee on small business to cooperate with small 
business in having this income tax interpreted immediately. The income tax 
law which appeared to favor small business has instead placed it in a precarious 
situation without an interpretation of the tax changes because of the Internal 
Revenue has not given the interpretation of the effects of the operations of 
these changes. 

3. Permit taxpayers to use alternative methods of depreciation provided by 
section 167 of 1954 Internal Revenue Code for used property. Answer: Defi- 
nitely, yes. As many problems confront a business or industry, a little flexi- 
bility in depreciation methods could greatly assist the small business. 

4. Permit a proprietor of unincorporated business to be treated as employee 
under qualified pension, profit-sharing, or stock-bonus plan. Answer: Yes. 

5. Graduated corporated tax rates. Answer: The answer is “No.” We feel 
the straight tax is very fair but, of course, should be worked lower when condi- 
tions permit. 

6. Permit election of standard deduction for small business, Answer: We do 
not understand the question, so omit an answer. 

7. Permit deduction for additional investment during taxable year. Answer: 
The answer is “Yes.” It has been explained previously in No. 4, the first part 
of the letter. 

8. Increase exemption of corporate income subject to surtax. Answer: We do 
not believe in surtax as it removes all incentive to do business. 

9. Reduce corporate normal tax. Answer: Yes, as soon as times permit, but 
we believe personal income on small business is completely out of line and needs 
first attention. 

10. Industry is confronted with very unfair competition, by cooperative organ- 
izations that can borrow money through Government assistance at a much lower 
rate than small business. At the present time small business has to pay from 
514 to 6 percent interest. Cooperatives can borrow an endless amount of money 
at lower interest rates placing small business at a disadvantage. Interest rates 
on money are very important factors. Again, cooperatives do not pay income 
tax on the corporation as other corporations have to do—there is no difference 
whether an individual in business or a corporation with few or with many. 
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Cooperatives have many partners in their business which could range from four 
or five hundred to many thousand. But they are all entered into an agreement 
in business and should pay income tax on that organization. There is no justice 
for them to be treated better than any other corporation or individual. I believe 
this Small Business Committee can come up with some recommendations to the 
legislatures to correct this problem. 

11. We recommend Government contracts be broken up in small units so more 
small manufacturers can bid on these contracts. In doing so, the Government 
will buy their products for much less than what they are presently paying. 
When just a few organizations are bidding, the bids will always be higher. 

12. There seems to be a tendency at the present time for big corporations to 
have their own chicken-breeding farms with a capacity of hatching thousands 
of chickens per week, and who also raise chickens by the millions for marketing, 
and they process their own poultry. In doing this, they have a monopoly in the 
poultry industry and are freezing out the small grower. This seems to be tran- 
spiring now on the other side of the Rockies. This procedure should be watched 
carefully and perhaps will need legislation to avoid monopoly and putting many 
legitimate chicken raisers out of business. 

May we thank you for your consideration on the suggestions we have pointed 
out as well as the many others you are receiving today, and we wish to thank 
you in advance for your favorable action on these matters. We would like to 
receive a copy of your findings and recommendations of this committee if possible. 

Respectfully submitted. 

CHRISTOFFERSEN POULTRY, EGG 
& FEED MARKET, 
E. 8S. CHRISTOFFERSEN. 

Mr. Curisrorrersen. I just want to point out a few of the things. 
I did not know I would have the honor or privilege of speaking before 
you because I did not know if there would be time. But I am very 
appreciative. 

I would like to go on record as approving Mr. Sigerson’s statement 
in its entirety. 

On the estate tax, that is one of the first ones on this memorandum 
here, and it does trouble a person if you do accumulate something, how 
it will be handled after you pass on, and I feel that something in 
there so it can be carried out in good manner and can keep the busi- 
ness intact would certainly be valuable, and carrying it out over a 
5-year period would certainly give that opportunity. So I would like 
to go on record as being in favor of that. 

‘here is a problem that we are confronted with in the tax code 
of, let us see 

Senator Kucnen. 1954. 

Mr. Curisrorrersen. That is with the option—1361. It was our 
option to use that as a corpor ation, and we took advantage of it 
hoping that we would have it cleared up within a year’s time. - The 
code has not as yet been interpreted, and we have 3 years behind us. 
We could be in an awful mess. 

Senator Kucnen. Well, the Treasury Department deserves a slap 
on the wrist. So far, the testimony before this committee is that it 
has not implemented the legislation nor the intent of Congress. It 
has failed to adopt regulations for the benefit of the taxpayer. We 
decided earlier to look into the problem and the recommendation 
which the committee makes is merely for it to implement the inten- 
tions for which Congress adopted that section originally. 

Mr. CHRISTOFFERSEN. As it is now, we have 3 years behind us, and 
with no interpretation, we do not know if we want to elect to continue 
it or not. We are so badly in a fix that we pretty near cannot go 
either way. 
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I called up the Internal Revenue Department, and they answered 
us that they have more important things to do, and they will get to it 
when they can. 

Senator Humpurey. We will let them know this is as important 
as anything they have got to do, including collection of back taxes. 
I think it is about time that they are jacked up. 

Mr. Curisrorrersen. This is not the only code that is not inter- 
preted. But there are many others. This one here confronts several 
of the small businesses at the present time, and with much concern, 
and which we are a part of. So we feel that these here should be 
interpreted. 

Then, another thing, we have had one revenue man come in and 
interpret a ruling of a certain part of the income-tax code, and say 
that it should be done thusly. So we changed it. I said, “Are you 
sure, now?” “Yes, this is right.” 

The next one came in, changed it completely. “Now,” he said, 
“You are absolutely wrong. You cannot do it this way.” We feel 
that these here codes should be interpreted so that even dumb fellows 
should be able to understand it, and so there could be no dispute 
concerning them, because it does involve us, and it costs us money 
because of the two kinds of interpretations. 

Now, we are very willing to follow exactly as the code is inter- 
preted and work under it the best we can, but following the law 

Senator Brsie. You would like to know what it is? 

Mr. CurisTorrerseN. But we would like to know what it is so we 
can adjust ourselves to that. 

I think it is very important that we have better cooperation from 
the Revenue Department. I do not know who to see about it, but 
I mean I have not had much luck. 

The other thing I would like to specifically mention is the industry, 
the poultry industry, and the feed industry is confronted with very 
unfair competition. We do not see any justification why co-ops 
should not pay income taxes as well as any individual or corporation. 
They are good enough. There are many of them, maybe from 500 to 
many thousands in a co-op, but they are all in business, and they are 
there to make money, and there is no sense, rhyme, or reason that they 
should be allowed to go free from taxation, because they are our com- 
petition. They are right in the valley, and they are our competition, 
and we need some relief. Either we should be cut off paying taxes, 
too, to compete with them- 

Senator Breve. Are they getting part of their money at lesser 
interest ? 

Mr. Curisrorrersen. They have right along been able to borrow 
money at a lesser interest rate, and an endless amount of it. 

Senator Humrurry. The Bank for Cooperatives ? 

Mr. Curistorrersen. An endless amount of it. 

Now, money is what any industry needs to properly function, and 
most are limited to what they can borrow. 

Our interest rate right now, we are paying 514 to 6 percent, and it 
is rather high. 

Regarding—I will just make note of this transportation. It is 
costing our turkey growers or someone in the poultry industry one- 
eighth of a cent a pound on the turkeys that go to the east at the 
present time, which is quite an item, and we are certainly in favor of 
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removing the excise tax off of everything, and particularly that and 
telephone calls, because the industry needs to make a lot of calls, and 
paying that extra excise tax is prohibitive. 

We then would like to go to the last one, which is not directly on 
taxation, yet I feel it would be indirectly, and would qualify to bring 
it to your attention. And that is the 12th paragraph in my letter, 
and that is there are many fellows now on the other side of the 
Rockies, and it has been, we have been warned it is coming here, big 
businesses have their own hatcheries. They have their own feeding 
stations. They have their own processing plants, and they are going 
into millions of these chickens, and, as I understand, they are starting 
into the turkeys, too, and that is going to be hard competition. If 
their taxation permits them to have a better position than we do, we 
will need relief. 

Senator Humpnrey. There is a good deal in this paragraph you are 
referring to, and I want you to know the Senate Committee on Agri- 
culture is making a complete investigation in this matter. 

What happens is, the feed houses, the processors of feed formerly 
used to loan money to a farmer to buy chicks from the hatchery on 
the basis that the farmer would buy the feed subsequently from the 
feed processor. 

Well, that did not work. So, now, what they do is just plain buy 
the chicks themselves and sometimes have their own hatcheries. They 
buy the chicks from a hatchery, and then hire a farmer; and they 
give him a percentage for taking care of the birds. 

The feed is provided, the eggs, the chicks or turkeys. They are all 
in the ownership of the feed company, and they go right on through 
to the processing company which, in turn, would be in the ownership 
of the feed company. 

That is a very serious situation, and you are right, if that pattern 
comes out here, many of your turkey and chicken growers are going 
to suffer a great deal. You just cannot compete. 

Senator Kucner. Would it be your theory, Mr. Christoffersen, that 
Federal tax relief to small business would assist you and your type of 
operation in competing with this east of the Rocky Mountain develop- 
ment ? 

Mr. CHRISsTOFFERSEN. Well, it would certainly—yes—any relief 
would help to combat it. Ido not know. It is not—I would say it is 
a poor practice. It is a monopoly is what it is, and we will not have 
individuals, individual growers in the business. 

We will not have small business, processors, and there will be just 
a few in the monopoly to take over. 

Senator Kucuex. Of course, we still have some antimonopoly and 
antitrust legislation on the books, and, among other things, so 
far as that point is concerned, I do believe that our committee staff 
might well contact the Assistant Attorney General, Victor Hansen, 
and bring that segment of the problem to the attention of the Federal 
official charged with enforcement of the antimonopoly law. 

Senator Hcumpurey. I would also suggest, Mr. Erickson, that you 
might contact Harker T. Stanton, who is committee counsel. 

Senator Kucuet. Is there anything else ? 

Mr. CrrisTorrersEeNn. No. 11: I believe if we can break down these 
contracts with Government so these smaller manufacturers would have 
an opportunity of bidding on them, I am sure they could be broken 
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up in units. That would give a lot of flexibility, and we would have 
cheaper merchandise bought for the Government, and where it is 
now in a few hands. 

Senator Kucuex. Will you make a comment on that, Mr. Stults ? 

Mr. Srutts. I would say, Mr. Mayor, this committee, for the 7 years 
it has been in existence, has worked in general and on specific cases 
with the military to get them to break down their contracts to a size 
that small business can handle. 

I think we have made great strides in the area, particularly since 
the Small Business Administration has been authorized to set aside 
certain portions of contracts. 

This is, however, a continuing struggle, and the committee is mak- 
ing a recommendation and a report which will be filed sometime in 
the next 6 weeks to that very point. 

Mr. CurisTorrerseN. Then, one more is depreciation. Our indus- 
try has changed so rapidly that in one year we have put in new equip- 
ment and the next year it was obsolete. And the life of our equip- 
ment has been very, very short, and I feel that something should be 
done so that the revenue people will recognize it and allow fast depre- 
ciation on poultry equipment, because it certainly is warranted, and 
that would help industry a lot in keeping going. 

Now, we have progressed ever since we started. Whatever we 
have had in profit, whatever profit we have had in our business, ex- 
cept for our living, we have left it to build it up. 

We had a program years back that we should have done long ago, 
but we could not keep up with it because of income tax we had to pay. 
At the very best, if you had a good year, about the very most you 
could pull out of an organization is 45,000 dealers and leave yourself. 

Here is an organization where we are involving ourselves with 25 
million pounds, up to 30 million pounds of turkeys. It is a tre- 
mendous risk all the way through, and then to leave an organization 
that small amount—if it was not for the expansion, I would not criti- 
cize it particularly, but it is no incentive, and it does not give us the 
privilege of expanding as we ought to in the industry. 

Thank you, very much. And I trust that some of the thoughts I 
have given you will be of some help. 

Senator Kucuen. Thank you very much, too, Mayor Christoffersen, 
for an excellent statement and a good series of suggestions for this 
committee. 

The next witness is Mr. John Paul Jones, management consultant. 

Mr. Jones. 


STATEMENT OF JOHN PAUL JONES, PRESIDENT, JOHN PAUL JONES 
ASSOCIATES, INC., SAN FRANCISCO, CALIF. 


Mr. Jones. I am president of a firm by the same name, located in 
San Francisco. We employ 52 people, and we operate in an area 
west of the Mississippi ees, including the two westernmost prov- 
inces of Canada. 

Our work is to call on and work within an analytical and con- 
sultative capacity, exclusively small business. 

My own experience over the past 22 years embraces direct contact 
or supervision with over 30,000 small-business firms. 
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The suggestions and recommendations that we make are based on 
approximately 300 analytical or consultative contacts with small busi- 
ness over slightly less than the past 24 months. Twenty-nine percent 
of those contacts were manufacturers, 32 percent were in the service 
category, and the balance, or 39 percent, in retail services. 

A recommendation—and a firm recommendation—the title is “Pay 
as You Pay.” 

It is urgently recommended that income taxes withheld and FICA 
and FUTA contributions be paid in full amount to the Internal Rev- 
enue Service each time and on each day a regular payroll is made up 
and issued. In other words, pay employee withholding and contri- 
butions as employee regular paychecks are issued. Interim pay 
period withholdings should be included and paid on the next regular 
payroll date. 

Present Internal Revenue Bureau regulations for the collection of 
(1) income taxes withheld, and (2) FICA and FUTA contributions 
are unrealistic with respect to small business because of the wide- 
spread practice among owners of confusing and intermingling of 
such contributions, that are held in trust, with normal cash and work- 
ing capital moneys. 

Our experience demonstrates that wherever this practice is carried 
on, the owner becomes delinquent in the transfer of the trust funds 
and frequently in the payment of income taxes withheld. 

Delinquency cripples the firm involved. Our files contain numer- 
ous examples, as do those of the Internal Revenue Bureau. Filing 
of a lien invariably results in a close-in by creditors and all too fre- 
quently forces bankruptcy. 

Furthermore, collection of delinquent income tax withheld, FICA 
and FUTA contributions is probably the most perplexing problem 
of the Internal Revenue Bureau. 

As Federal records show, United States Senator John Williams 
reported that as of December 31, 1956, delinquent income tax with- 
holdings and employment contributions amounted to $279 million. 
Also that during the 6 years ending December 31, 1955, $140 million 
of such delinquencies had been written off as uncollectible. 

The San Francisco Internal Revenue Service district as of Decem- 
ber 31, 1955, reported 17,509 delinquent accounts amounting to $11,- 
952,000. Some of these accounts were fraudulent, but the vast major- 
ity were the victims of unrealistic collection methods. 

Wendell Barnes, just by way of comment, the Administrator of 
Small Business Administration, reports that by the time the Small 
Business Administration started making loans in June of 1953, up to 
December 31 of last year, that $253 million had been loaned to 5,600 
accounts. So, actually, the outstanding delinquent trust funds are 
greater than the total amount of loans administered by the Small 
Business Administration. 

However, that is history; and it is the solution of the problem that 
we want. 

Senator Humpurey. It is the first time I recall these specific facts, 
even though I recall Senator Williams had commented upon it. I did 
not realize the gravity or extent of this delinquency. This is rather 
alarming. 

Mr. Jones. Yes. 
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Mr. Srutrs. I think Mr. Jones would have to grant, however, that 
if his plan were to go into operation, it had better go over a period 
of time, because I think probably a number of businesses, large and 
small, use these funds between quarterly payments for their w orking 
capital. 

should think if they were all forced to pay week by week, begin- 
ning as of today, we would find business-failure figures so high, Dun 
& Bradstreet could, perhaps employ everyone who was put out of 
a job. 

Mr. Jones. Granted, it represents a serious technical problem, but 
I do not think it would have such an effect immediately. It would 
just step on those which are past. 

Senator Breie. Actually, they are not the employers’ funds, they 
are tax funds. 

Mr. Jones. They are not the employers’ funds. 

Mr. Sruurs. That is right. 

On the other hand, the committee files are quite full of cases where 
the Internal Revenue Department, by foreclosing immediately on an 
account that is delinquent, has closed up a business which had made 
some sort of an agreement to repay, and where a good record of re- 
payment had been Y made. 

Senator Kucuen. Proceed. 

Mr. Jones. If the individual American taxpayer has accepted 

“pay as you go” as a sound tax collection method, should not the 
businessman also accept “pay as you go,” as a sound and acceptable 
method of collecting income-tax w ithholdings and the employment-tax 
contributions ? 

To treat employer and employee alike on matters of tax collection 
has democratic appeal, is practical, is simple and can be done. 

The philosophy behind that is as simple as the old adage that “A 
stitch in time saves nine.” And warning to small businesses of dif- 
ficulties particularly present themselves in just their inability to pay 
bills. It is a disservice, and I am sure that in your taxing work, it 
is not a disservice that you wish to give to small business. 

We find the businessmen we contact quite willing to do such a 
thing. 

The followi ing is just a suggestion. I am sure the committee will 
have many similiar. 

Mr. Erickson. I wonder if I might interrupt. 

Do you not find from your own experience at the time they are 
used, they are used by people who do not realize what they are doing 
and they are slipping— 

Mr. Jones. That is right. The larger firm sets them aside. The 
smaller firm intermingles them with his regular accounts. 

Many times he is in serious difficulties when they have filed a lien, 
and Dun & Bradsheet comes out and then the creditors move in, and 
the situation is resolved in much shorter time than it should be. 

Mr. Erickson. You find this is an intermingling through igno- 
rance ¢ 

Mr. Jones. Yes. 

Mr. Erickson. Rather than intentional ? 

Mr. Jones. Yes. 

I do not know the incidence of fraud. There is some. But it is 
very small compared to the large amount where they deliberately, as 
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indicated with a restaurant here in San Francisco a few years ago 
being $140 million delinquent. It is quite certain it all went south. 

Senator Brsxe. Is it true, Mr. Jones, if the employer fails to pay 
over his trust fund, whether fraudulently or by adverse conditions 
innocently, is not the employee legally responsible for the payment 
of his income tax ? 

Mr. Jones. No; he is credited with it, I believe. 

Senator Bratz. Is that a correct statement ? 

Mr. Jones. I believe this $140 million that was written off, that 
does not debit the employee for nonpayment of taxes. 

Senator Breie. I was under the impression that the Internal Reve- 
nue Department could, and sometimes did, come against the employee, 
even though the trust fund was not paid over. 

Mr. Jones. That, I am not fully aware of. 

Mr. Erickson. Senator, they may go against the corporate official 
in charge—the employer, in other words, where it is a corporation. 

Senator Brstr. But the employee is absolutely washed out if the 
funds are collected. 

Mr. Jones. That is correct. 

Mr. Suuirvan. Iam Robert E. Sullivan. I worked for the Internal 
Revenue for 51% years. 

If the employer sent in his 941 with no money, the employee was 
credited with it. He got credit whether we got it or not. It was up 
to us to get it from the employer, and if he had a refund coming or 
anything, he got it as long as the employer reported. 

Senator Humpnrry. Goright ahead. 

Mr. Jonrs. The following would be more in the way of help or 
assistance to the small business: 

To provide sufficient aftertax earnings to enable small business to: 
(a) Attain self-sustenance; (4) attain within-stability; and (c) grow 
within its own financial means. 

The widespread use of such trust funds as working capital is a 
manifestation of the need for income-tax relief that will improve 
the working-capital position of small business. 

As a minimum assistance to small business, advance the first step 
income-tax base from $25,000 at 30 percent to $50,000 at 30 percent. As 
a maximum assistance, advance the first step income-tax base to $50,000 
and reduce the rate to 20 percent. 

Of the two tax factors, the first-step base and the tax rate, the 
preferable adjustment would be to increase the base from the present 
$25,000 to $50,000. At the present rate of 30 percent and given a 
$50,000 before tax earning base, would result in a tax saving of $5,500. 
This just about represents the average capital costs of providing 1 
more job for 1 employee. 

Stepping up the first step base to $50,000 and reducing the rate to 20 
percent and assuming a $50,000 before tax earnings would result in 
a tax saving of $10,500, or the approximate equivalent of the capital 
costs of providing 2 more jobs for 2 employees. 

Stepping up the first step tax base to $50,000 and reducing the rate 
to 20 percent would lose revenue at the outset. However, it would 
increase revenues collected since the suggested measures would tend 
to enlarge the national income which is the ultimate source of all tax 


revenues. 
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Suggestion, and point of fact: Approximately only 15 percent of 
the roughly 4 million small-business firms are corporations, so any 
particular relief to the corporation would not be very general with 
regard to the whole. 

Similar and equitable base for leveling and collecting income taxes 
on business profits for all enterprise, notwithstanding the form of 
ownership, whether it be sole proprietorship, partnership, or cor- 
porate. 

The 1954 code, section 1361, attempted to accomplish the above, 
but unfortunately failed to do so. 

Mr. Erickson. At that point, Mr. Jones, do you not feel a very 
important part of that failure was due to the fact that the regula- 
tions have not been issued by the Treasury Department ? 

Mr. Jones. Yes, and they are very restrictive, the regulations. I 
only know the regulations, I do not know the law, but it was used 
very limitedly, too. 

I think one provision was, if you were a proprietor or partner- 
ship, and you elected to use the corporation base once, you could 
not ch: ange. 

Senator Kucuet. Of course, you do not believe they should be 
permitted to jump back and forth every year? 

Mr. Jones. No. 

Preferably, the taxing base should be built around the corporate 
tax structure, since it appears that regulations and accounting 
methods are clearest in this area 

It it granted that the above suggestion presents a difficult tax 
administrative problem. Nevertheless, acomplishment would go a 
long way toward creating a sense of fairness, equity, and understand- 
ing of taxgs on business profits among the small-business community. 

Senator Kucuer. A very excellent and thought-provoking state- 
ment. 

Any questions ? 

Senator Humpurey. No; only an expression of thanks to Mr. 
Jones for his explicitness and his suggestions. 

[t is quite obvious there is a serious problem on these trust funds. 

Mr. Jones. There is, and too, I should point out we have abso- 
lutely no ax to grind. 

In discussing the tax-rate problems with small businesses, in many 
cases their thinking is quite muddied, and it is always just too high, 
so in working back these figures we had to work those ourselves, 
and by and large we find, too, among the small-business men we 
serve, a very small amount of griping about these issues. 

Senator Kucuen. Senator Bible, any questions 4 

Senator Bratz. No questions, Senator. 

[ think the testimony was very helpful. 

Mr. Jones. Thank you, very much, gentlemen, 

Senator Kucuen. I want to say that we are all in favor of the 
recommendations which the President’s Committee on Small Busi- 
ness made with respect to reducing the paperwork. 

Would you have in mind—and I do not want to prolong your 
testimony unduly—but would you have in mind merely a payover by 
the business unit at each salary period in line with some schedule 
that previously had been prepared by him relative to the number of 
employees, their names, and social s security number, and so forth? 
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Mr. Jones. You would follow the same procedure that is fol- 
lowed now, by depositing to a coded account to the Federal Reserve 
each time he makes a payroll. We do that now when we make our 
payments. 

Senator Kucuer. You do not believe there would be any adminis- 
trative problems from the Government standpoint ? 

Mr. Jones. No, I do not. And I believe now all businessmen and 
firms are required to make a complete accounting, and presumably a 
complete pay-up within the 30 days following the close of any one 
fiscal quarter. 

That could still prevail, the simple point being that at that point 
delinquencies would be gotten hold of. It would just be an accounting 
for what had been paid, but the payments would be made just exactly 
as you make payments to the employees. 

Mr. Stutts. I think the President’s Committee suggested that they 
make this reporting once every year, to save the man 3 or 4 shots, mak- 
ing it once. 

Senator Kucuer. But the disbursements would be on a weekly or 
semimonthly basis. 

Mr. Jones. Yes. 

Mr. Sruuts. The delinquencies would still be caught under the 
President’s Committee once a year, rather than weekly, so we would 
have this problem that sometimes the zeal to get rid of paperwork runs 
counter to certain other admirable ends, also. 

Senator Kucuet. All right. 

The next witness is Mr. H. Irving Rhine, president of the Bode 
Gravel Co. 

Come forward, Mr. Rhine. We will be glad to hear from you. 


8 
STATEMENT OF H. IRVING RHINE, PRESIDENT, BODE GRAVEL 
CO., SAN FRANCISCO, CALIF. 


Mr. Rutne. Gentlemen, I am the president and general manager of 
the Bode Gravel Co. I have been in their employ since 1925, and been 
the general manager since 1934. I am also a director of the Small 
Business Administration in this area, and a director of the National 
Ready-Mix Concrete Association. 

With your indulgence, I will read the statement which I have 
prepared. 

Responding to a request for a short statement on my personal views 
on the impact of Federal taxation on small business, I would like to 
make the following statement: 

The present Federal tax structure has an adverse effect on small 
business in that it causes considerable difficulty in the accumulation 
of sufficient surplus to facilitate growth and expansion. 

We are faced with 50 to 100 percent increases in costs when replac- 
ing capital equipment, as well as the ever-present problem of obsoles- 
cence and improvements to existing equipment. Allowable surplus 
under the present tax structure is short lived and we have little left 
for growth and expansion which is so necessary for our dynamic 
economy. 

In my opinion, small business is obligated to shoulder its appro- 
priate portion of the required tax burden. However, this burden 
should not be so large as to restrict survival and growth. I believe 
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we are verging on that point of restriction. Therefore, consideration 
should and must be given to the problem of tax relief to small business. 

Several fine suggestions have been made in the last few months for 
special relief for small business. Among these are the following: 

1. Small business should be allowed to go back to the carryover from 
ear-to-year method of credits for taxes paid as well as debits for 
osses sustained. 

2. If it is proposed that special tax relief be given to small corpora- 
tions, it would be only fair and equitable that partnerships and pro- 
prietorships could elect to be taxed as corporations. 

3. Permitting the use of alternative methods of depreciation pro- 
vided by section 167 of 1954 Internal Revenue Code for used property 
is very important to both new and existing small business. Nearly 
every new business purchases a considerable portion of used equip- 
ment to meet their immediate requirements. This proposal would 
place this new business in a better position to renew and expand. 

4. Permit estate taxes to be paid in installments over a period of 
years. 

This would be most helpful to a small family-owned business in 
case of the death of a member of the firm. As it is now, many firms 
liquidate in anticipation of the death of the owner in order to be pre- 
pared to meet the estate tax or the survivors are often forced to liqui- 
dation after the death of the owner in order to pay the estate taxes on 
time. 

5. A general reduction of corporate normal tax is something every 
business, large or small, advocates when the budget can be balanced. 

6. It would appear to me that the suggestion to permit deductions 
for additional investment during the taxable year would be a great 
help to small business. I do believe it would be difficult to restrict 
this privilege to small business and is a matter which should be care- 
fully studied by tax experts before being put into effect. 

7. I am opposed to graduated corporation tax rates, as I believe 
that anything which would not be an incentive to growth would not 
be in the best interests of our economy. 

I thank you for the privilege of appearing before you. 

Senator Kucnet. I have just one question, Senator Humphrey. 

Senator Humenrey. Go right ahead. 

Senator Kucuen. You believe that the Congress should set corpora- 
tion tax rates all across the board, not to take in the size of the net in- 
come for taxes 4 

Mr. Rurne. It has been proposed, I believe, that special rates be 
made to benefit small business, and I believe that if that were done 
that would be an incentive to keep your business small, so that you 
would get that tax advantage. I do not believe that anything that 
promotes nongrowth is a good thing for our economy. 

Senator Kucuet. What do you think about the recommendation 
that was made earlier, that the $25,000 base be doubled to $50,000 be- 
fore the surtax rates were applied ? 

Mr. Rune. I think something like that might be a good idea. 

Senator Humpnrry. It affects all businesses. 

Mr. Rutne. That is right. 

Senator Kucuen. Thank you, sir. 

Mr. Rute. Thank you. 
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Senator Humpurey. The next witness is Mr. James R. Bancroft, 
who, I note, is both a California lawyer and a California certified 
public accountant. 

Mr. Bancroft. 


STATEMENT OF JAMES R. BANCROFT, PARTNER, BANCROFT, 
AVERY & McALISTER, SAN FRANCISCO, CALI". 


Mr. BAncrorr. Gentlemen, I am a partner in a tax law firm here in 
San Francisco, the firm of Bancroft, Avery & McAlister, and most of 
our business activity has to do with trying to recognize and then try- 
ing to resolve the tax and financing problems for business firms pri- 
marily, and also for some individual] clients. 

Only a very few of our clients, unfortunately, are big business, and 
none of them are big by comparison with General Motors. Most of 
our clients are small, and they have the age-old problem of trying to 
become big. , 

My law partners and I tend to become probably a little too much 
involved in the problems of small business, and frequently serve as 
partners and directors or stockholders, officers of some of the firms 
whom we represent. 

I am going to try to highlight this statement a little bit to save time. 

In the first place, I believe that identical tax rates hurt a small 
business more than they do a large one. 

Basically, the problem is that taxes take away most of the cash 
which is available, which would otherwise be available for the growth 
of the business. 

Large companies, if they are successful, can finance their growth by 
resort, at reasonable cost, to public financing. Small companies can- 
not do this. 

I realize the Small Business Administration has a program for 
making loan capital available. 

Senator Brsrz. Has that been successful in this area? 

Mr. Bancrort. Let me say this: My personal experience with it has 
been that it helped us a great deal. Spice Islands Co. is one of our 
clients, which is a small business, but we hope some day it will be a 
large one. 

enator Bratz. How many people does it employ? 

Mr. Bancrorr. We employ about a hundred in this area, and prob- 
ably about 50 more throughout the country. 

Senator Brste. So it is about 150? 

Mr. Bancrorr. I would say 150 is a fair guess. 

We moved to South San Francisco in 1954 with what was probably, 
I believe, the first small-business loan with a 50 percent bank partici- 

ation in this area. We received great cooperation from the Small 
usiness Administration here, and we will be eternally grateful for it. 

Senator Bretz. You secured the loan? 

Mr. Bancrorr. We secured the loan and we have since refinanced 
the loan, taking the Government out of it, feeling that it should be 
made available to others. 

Senator Brexe. Is that the general experience with other small firms 
that you are familiar with? 

Mr. Bancrort. No other small firms which we represent found the 
program fit. 
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I might say it took a mountain of redtape, which Small Business 
Administration officers helped us to build. e built cne plant in less 
time than getting rid of the seep 

Senator Brstz. That is usually the case. 

Mr. Bancrorr. My general philosophy is this: What should be done 
with small business is not an ahawdin program that would amount to 
a subsidy for small business, that would amount to a case-by-case 
examination of small business as the loan program does, but rather 
the creation of a fairly simple, if possible, overall climate in which 
small business could compete and grow or compete and die, depend- 
ing upon the function it served and the ability of its management. 

I am a rugged, or ragged, individualist on that point, and as I say, 
we live with these problems from day to day. This comes from prob- 
ably thousands of hours of work on these problems and yet while I 
um a tax attorney, I do not claim to be a tax expert. I do not admit 
that there are any. 

But basically, the economists, of course, tell us that income taxes 
are just another cost of being in business and that they are passed 
along. 

I believe the largest companies probably can pass along an increase 
in taxes, just like they pass along their increase in wage costs. 

A small business has to look at its competitive position very 
closely before it passes on any cost. 

One of the major problems about which I perhaps should not com- 
plain but which I do, is that the cost of compliance with extremely 
complex tax laws is proportionately far greater for a small business 
than it is for a large one. 

A large corporation can afford quite a staff of experts. A small 
company cannot. The small-business manager has to be a jack-of-all- 
trades, and you have to be a pretty good man these days, even to 
recognize a tax problem, because the Internal Revenue Code, espe- 
cially since 1954, cuts with a very big knife, and legislation intended 
to plug loopholes in many cases plugs a great many perfectly legiti- 
mate activities. There is a spot on the wall and the whole wall is 
painted. 

Now, the cost of compliance and the overhead costs of administer- 
ing tax laws are both a great deal higher than they should be. I 
have talked with a number of tax lawyers about this, and we all 
believe that Congress has no idea what the cost of living with the 
income-tax system is. 

Let me say, I do not advocate abolishing the income-tax system at 
all, but I do think we should do everything we can to obtain the 
same revenue with a lower overhead cost, both to Government and 
to the people who pay the tax, because our income tax is self-assessing. 
A man has to pay his own tax lawyer and his own tax accountant 
to help him figure out what he owes. 

I think probably the worst problem is the fact we are 48 separate 
countries for tax purposes. Each State has its own tax laws. Most 
States have income-tax laws, both personal and corporate. Their 
laws generally follow the Federal concepts. There are just enough 
differences that if you are doing business in another State, you have 
to retain a firm of tax lawyers in that State who are intimately 
familiar with the laws and the practices, many of which are un- 
written, of the other State. 
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I would like to recommend that this committee consider or ask that 
some consideration be given to a system somewhat like the Canadian 
system, which does not apply to all of the Canadian Provinces. 

In this system, the national government assesses and collects all of 
the income taxes and prorates a portion of the collections to the vari- 
ous States, in accordance with what is unquestionably a vigorously lob- 
bied and contested, but probably generally fair, formula. 

JT recognize that there would be vast opposition to this in the name 
of States rights. I also recognize that, at least in our State where I 
have had most—where our firm has had most of its experience, there 
1s a great number, or there are a great number of highly competent 
and trained employees, many with long service, who are administering 
our State income-tax laws. I believe that those people could better 
spend their time in more complete enforcement of a single law. 

It is our opinion, and there are no figures available anywhere on 
this, that you could multiply by 3 or 4, or possibly even 10 times the 
cost to the Federal and State Governments of collecting income taxes, 
and you would approximate what it costs the taxpayers themselves to 
prepare, to compute their own income taxes, because our system is 
self-assessing. We operate on the principle of exception and audit, 
only the exceptional return. 

I will not say any more about this, except to say that I think this is 
a vast duplication of tax work. It increases my income, and I think 
it is pure featherbedding, and I believe it is a system which just grew 
at the time when taxes were not the serious or complex problem they 
are today. 

Senator Kucuexn. You would run into a buzz saw if you ever sug- 
gested that the 48 States get out of the business of exercising their 
own sovereignty, and let the Federal Government allocate back part 
of their own proceeds. 

Now, I know that what you have done in California, apparently, 
in the Jast couple of years, is to let the State collect your local and 
municipal sales taxes, for example, and then subvent back, which has 
probably been in the interest of efficiency, but, of course, actually, you 
are dealing with a different situation. 

The political subdivisions of California are creatures of the people 
of the State, whereas the system we live by nationally is a little dif- 
ferent. And I raise the question regardless of what, I am sure, would 
be an increase in efficiency, whether or not constitutionally you could 
accomplish it. 

Mr. Bancrorr. Senator Kuchel, I think anyone in California would 
have to defer to your long record in this State, which is a proud one, 
and my own feeling is this: It has been done in the case of social- 
security taxes. There was a great deal of resentment at the time it 
was done. However, the State unemployment-compensation acts are 
a creature of a Federal law which assessed the employers, as I recall, 
a 3-percent tax, and then allowed a 90-percent credit against that tax 
for taxes paid to the State government if there were a law which was 
generally parallel to the Federal law—not identical, necessarily, but 
generally parallel. 

Now, I realize the tremendous problems of this, and I want to re- 
peat, I am not critical of the personnel whom I know in California. 
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We have some of the ablest men in our California Franchise Tax 
Administration with whom it has been my privilege to meet, and they 
are a credit to the government service. 

I feel that the problem is so severe that it is time for the Federal 
and the State Governments to take a good hard look at their overhead 
cost, just like a business has to. 

The whole history of civilization seems to be, and you could go 
back to ancient times, that the government tends to grow and to grow 
and to grow, and unless it is destroyed by an internal force, it tends 
to weaken itself and to fall apart. 

Perhaps in this day of missiles and antimissiles, history will not re- 
peat itself. But I feel that just as a business cannot justify unneces- 

sary overhead expense, that the Federal and State Governments 
should, if the matter is properly presented and properly studied, not 
be governed by the political difficulty of making vast changes ‘that 
affect the lives of human beings. 

They ought to take whatever steps are necessary to soften the im- 
pact of those changes, but nevertheless move, even though only at a 
snail’s pace, toward a goal which would represent a vast decrease in 
the overhead costs of being alive in this country. 

Senator Kucuex. Actually, your recommendation is manysided, be- 
cause I think through a uniformity of State laws in the tax field, were 
that possible, and I “think it is possible, you would be tending toward 
the goal that you set in the comments you just made. 

Mr. Bancrort. We would, very much. 

I would be quite sympathetic for letting the State fix its own rates. 

Senator Kucurex.. Under a substantive law that would be similar in 
all 48 States ? 

Mr. Bancrort. Yes, sir. We could file, for example, for Spice 
Islands Co. a corporation income tax return which showed an income 
tax and at the bottom, under a uniform allocation formula, a State 
tax. 

We have to keep 2 sets of books, 1 for the Federal income tax, and 
1 for the State income tax, and the similarities of the California law 
to the Federal law are much greater than is typical of many States, 
because we have made a conscientious effort to keep it that way. 

Every once in a while there is something in the Federal law that 
someone in Sacramento says, “Well, we just ¢ can’t go along with that.” 

And we just can’t go along. And we have 2 sets of books; we do not 
care who is right, if we have 1 set of books. 

I am talking much longer than I intended, gentlemen. I will make 
this very brief. , 

My first point is that taxes are a heavy club, operating to force small 
businesses into bankruptcies, both income taxes and death taxes. 

If I am a small-business man and aging, and I want to sell out, I 
have to merge with a large company and make an exchange of shares. 
If I want to sell to a small group for cash so that ney can continue 
to operate my small business, I probably have to give 25 percent of the 
proceeds away in capital gain taxes. 

On estate taxes—— 

Senator Humpnrey. You do not consider that a very high tax, do 
you? 
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Mr. Bancrort. No, sir. Any time I can pay 25 percent and keep 
75 percent, Iam a very happy man. 

Senator Humpurey. Yes, sir. [Laughter ] 

Mr. Bancrorr. Let me say again that I am much happier with a 
high defense budget than I would be if I had a few more dollars in 
my own pockets and felt a little less safe. I do not feel too safe now, 
when I go to bed at night and tuck the boys in bed. 

Senator Humpurey. The point you are making in reference to the 
taxes is that there is a premium on merger ? 

Mr. Bancrort. Yes, sir. 

Senator Humpurey. The tax laws actually implement it. 

Mr. Bancrort. Yes, sir, they do. 

Actually, I feel that perhaps a very mild graduation of corporation 
income taxes might more than offset that. 

I believe that the tax-free merger, where in effect you are not bailing 
out but merely getting security in a large business, is a very proper 
part of the law. When the man dies, Uncle Sam is going to get it 
anyway. 

enator Humrurey. Yes, just deferred. 

Mr. Bancrort. It gives him the use of it a little earlier. 

Senator Humpnrey. There is a tombstone company out in Minne- 
sota which has a slogan, “Drive slowly, we can wait.” [ Laughter. } 

Mr. Bancrort. Yes. 

Senator Humpurey. What you are saying is, if you wait, Uncle 
Sam will be around. 

Mr. Bancrort. Yes, sir. 

I believe that rates and exemptions are too harsh. I believe the 
$25,000 corporate surtax exemption was too low when it started, and 
it is only worth about $12,000 today, in terms of what it was worth 
when it was set up. 

I believe, and we can argue about this forever, but picking a figure, 
I believe that the normal tax rate should be about 20 percent that 
should apply to about the first $100,000. I believe that should apply 
across the board. That is a penny’s worth of relief to General Motors, 
but it is a great deal of relief to a small business trying to get to a point 
where it can compete with General Motors. 

It has been suggested that a deduction should be permitted for ad- 
ditional plant investment. Speaking as a tax lawyer living with this 
problem, I believe that any fair provision would be so complex that 
I would prefer to go practice in Mexico before I could live with some- 
thing like that. And it would be very difficult for the Treasury and 
would take their eye off more important balls. 

It is possible that with a cost-index arrangement, such as used with 
last-in, first-out inventories, that some kind of depreciation on a re- 

lacement-cost basis could provide a realistic charge against current 
income of the cost of being in business. I think that could be done 
with no more trouble than present cost index system. 

I believe also that accelerated depreciation for new machinery 
should also be allowed for used machinery, if only because it is not 
a very big problem and because there, again, we have to keep two sets 
of books. And in many cases, for example, in oil operations, used 
casing will go down the hole and a new pump will go at the top, and 
there is a great question of whether the whole thing is new or whether 
you have to keep elaborate separate records, which is a nuisance to 
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the Federal Government, too, because they have to check those matters 
on audit. 

I believe the small-business man should not be a victim of pension- 
plan discrimination any longer. I personally have had offers from 
some large firms, and the first thing they tell me about is, “Now, 
we will talk about your salary later, but think about your pension- 
plan benefits, and it is all tax-free and it is a matter of policy in this 
country to let people provide for their old age.” 

I believe that the present steps toward permitting retirement plans 
for self-employed individuals are a major help. I do not believe 
that we should stop until we achieve something like like equality of 
treatment of the two. 

I want to say again that the first requirement of any sound relief 
program is simplicity, a general framework, and not a program of 
case-by-case review of facts and relief. I do not want to see any com- 
plex definitions of what small business is as distinguished from large 
business. That would be just about as difficult as defining excess 
profits, and it was only a few years ago that we decided our last World 
War I excess-profits case in the courts. Not World War II, World 
War I. 

I hope we will have World War II cases behind us by the year 1975. 

I want to second the statement of Mr. Jones, that a small business 
should be able to elect, whether it is a proprietorship or a partner- 
ship, treatment as a corporation, and small corporations, I believe, 
should be allowed treatment as a partnership. 

Economically, substantively, there is not much difference between 
the two types of business. 

There are advantages in operating as a corporation by having noth- 
ing to do with taxes, and I very strongly believe that a relatively 
simple, and it could be simple, permission to elect, and not switch back 
and forth, but to elect and keep your election would be in the long-run 
interest of small business. And I believe that what is good for the 
vast segment of our economy is likely to be good for our country, 
too, because Uncle Sam is the senior partner of most successful people 
sooner or later. 

T don’t think that is a subsidy. I think that is just recognition of 
the economic facts of life. 

I think also—— 

Mr. Ertckson. Excuse me, Mr. Bancroft, right at that point. 

Mr. Bancrort. Yes, sir. 

Mr. Erickson. Do you not think it might be wise or at least ad- 
visable to permit an election on, say an every 4-year basis, to choose 
this alternative means of taxation ? 

Mr. Bancrorr. There are enough changes in the economy and little 
technical changes in the law over any 4- or 5-year period that I be- 
lieve you are quite correct that there ought to be an opportunity to 
change the election, at reasonable intervals. 

T do not believe people should be able to look at their figures year- 
by-year and say what will I be this year. But I certainly believe 
that is correct. 

Mr. Ertcxson. And from your experience, you do not feel that that 
will cause too much administrative costs to the Government or to the 
individual taxpayer ? 
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Mr. Bancrort. No, sir. One of our basic problems is that, in my 
opinion, it is, I think it is fundamentally dishonest for a Government 
to acknowledge that interest is a cost, and therefore deductible, a 
deductible expense of corporations, but that dividends are not a de- 
ductible cost of invested capital. 

I think we have more to gain in this country from encouraging 
permanently invested capital than we do from encouraging borrowed 
capital. Certainly, from the standpoint of business failures we do. 

Now, we have taken a faint step, with vast political repercussions, 
to allow a small dividends-received credit on the personal return. 
This system of disregarding the cost of invested capital grew up when 
income-tax rates were very low, and they are not low today. 

This is a long statement, and I do want to say this: I think that 
American enterprise, while it is not indestructible, is pretty rugged, 
and I think it will stay that way. I think that our general framework 
of laws is the most favorable I have had any experience with in giving 
a man even a chance of going into business and growing, and I think 
they will grow somehow almost no matter what happens. But I do 
believe that it is in the public interest, because our i anda is the 
senior partner of most of us, to take at least some of these steps in 
order to provide a climate more favorable for growth. 

Thank you very much, gentlemen. 

Senator Kucuer. Senator Humphrey, any questions? 

Senator Humpurey. No. I merely want to thank Mr. Bancroft 
again for histestimony. It comes from broad experience. 

Mr. Bancororr. Many midnight hours. 

Senator Humpurey. Thank you. 

Senator Kucue.. Senator Bible, any questions? 

Senator Bratz. I cannot but compliment Mr. Bancroft on a very 
able statement. You have done a very good job. 

Mr. Bancrorr. Thank you, sir. I would just like to say this: I am 
just delighted that present attention is being given to these problems, 
because I think they are major problems and should be solved. 

Senator Brstx. Senator Kuchel, I do not want to prolong this. 
I know it is coming up to the noon hour. But one of the problems 
in our State, and one that Mr. Christoffersen touched on, one of the 
most annoying things for the small-business man is to have the exam- 
ining agent from the Internal Revenue Service say thus and so is 
correct and your return is approved under a certain set of facts, 
certain allowable deductions, with complete approval of the return, 
and then have a different agent come in 3 years later on exactly the 
same set of facts and say, “No, we cannot allow it; therefore, we must 
disapprove it.” And they take you back and throw all of the earlier 
returns out, and taxes and penalties and interest ensue. 

I do not know if there is any magic answer to that problem. I 
think it is one of the most annoying problems that the small-business 
man has. 

Mr. Bancrort. It is, Senator, and it is a complex one. Now, none 
of us would say that a taxpayer should be able to profit because some 
earlier agent just made a mistake and did not catch something. 

Senator Brete. That is right. 

Mr. Bancrorr. On the other hand, there should be a certain amount 
of stability in our laws; and all the taxpayer sees of the law is what 
the agent says is the law when he comes in. 
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Senator Brstze. Do you have any suggested answers to it? I mean, 
one agent says the laws is this, and the later examiner says the law is 
not what the earlier agent said it was. That leads to constant confu- 
sion, and considerable criticism, as you well know. 

Mr. Bancrorr. Well 

Senator Biste. I could not agree with your premise more. I do 
not think the small-business man is attempting to get out of taxes. 

Mr. Bancrort. No, sir. 

Senator Bistx. All he is trying to find out is what are his taxes. 

Mr. Bancrorr. And he comes to his elected representatives and 
says, “They are changing the rules on me after the game has been 
played.” And he is telling the truth when he says that. It is a very 
difficult problem, and rather than take up the time of the committee, 
if you will permit me, I will give that some thought and write you a 
letter on it.’ 

Senator Brete. I would appreciate it. 

Senator Humpnrey. I think that is very good. 

Senator Brete. I would appreciate it. You show vast experience 
and background in this field. 

Senator Kucuet. I join with both my colleagues. This is a good 
State, and you are a good citizen of it; and I want to say, on a per- 
sonal basis, I completely agree with you on this matter of dividends 
treatment, and I voted for it. But when I came home, some of my 
constituents tried to beat me over the head about it. I think it is 
wrong to take two bites out of the same dollar. 

The time has come when our people have got to devote themselves 
more particularly to the ramifications of the law rather than just use 
shibboleths and talk about something in general terms. 

Well, thank you very much. 

(The prepared statement of Mr. Bancroft is as follows:) 





STATEMENT OF JAMES R. BANCROFT 


By way of introduction, I am a member of the California bar and also a 
certified public accountant. I am a partner in the San Francisco law firm of 
Bancroft, Avery & McAlister. We specialize in trying to recognize and solve 
tax and financing problems for business firms and individual clients. A very few 
of our clients are big business by comparison with their competitors (though 
not by comparison with General Motors). Practically all of our business clients 
are small and trying to become big. One of the most interesting and perhaps 
the best known of these is Spice Islands Co., with which Fredric Johnson 
brought new methods and new standards to the ancient spice and seasoning in- 
dustry. I have worked as a director and as secretary of Spice Islands Co. 
for the past 8 years. My law partners and I have been actively associated with 
a number of other business enterprises as partners, directors, stockholders or 
officers in addition to serving as counsel. We are all agreed that small en- 
terprises have plenty of problems, taxwise and otherwise. The rest of this 
statement consists of my personal views on some tax problems of small busi- 
ness. 

1, Identical tawv rates hurt a small business more than a large one 


Taxes impede the growth of any profitable business by extracting most of 
the cash which would otherwise be available for growth. Large, successful 
companies can finance their growth anyway by resort at reasonable cost to 
public financing, which is not available on comparable terms, if at all, to small 
business. I realize that the Small Business Administration has a financing 
program, something for which I shall always be grateful. In 1954 we moved 
the Spice Islands factory to a new plant in South San Francisco, with the help 
of a loan from the Small Business Administration and the Canadian Bank of 


1This material was not received in time to be included in this record. 
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Commerce. This loan required a mountain of redtape and our personal guar- 
anties, but it met an urgent need, and we have since refinanced it without SBA 
help. 

The economists tell us that income taxes, like any other cost of being in 
business, are passed on to the ultimate consumer. No doubt the largest com- 
panies can pass along their income taxes about as easily as they pass along 
their guaranteed annual increase in wages. I have never seen a small business 
able to pass on its tax burden or other increased costs without intense study of 
its competitive position. Without denying that there is sharp competition among 
our largest business enterprises, there is obviously more price competition 
among those of us at the smaller end of the scale, and this is where the tax 
burden pinches most. 


2. The cost of compliance with tax laws is proportionately greater for a small 
business than for a large one 


Large-business enterprises can afford staffs of experts, whereas the small- 
business manager must be a jack of all trades at a time when every type of 
management problem, and not just tax problems, are constantly becoming more 
complex. It is true that professional tax advisers are more or less available— 
at a price—to all, but only an unusually tax-conscious manager can recognize 
some tax problems in time to consult counsel. 


8. The cost of compliance and the overhead cost of administering income-tagr lairs 
are vastly higher than they need be 


In many respects the so-called United States are 48 separate countries. The 
instant a firm expands it bases across State lines it is doing business as a foreign 
corporation, or foreign partnership, or nonresident individual, and it becomes 
subject to an entirely new set of tax laws. The various States pass income-tax 
laws generally similar to the Federal law, with just enough differences to require 
a new set of attorneys residing in the new State and constantly in touch with 
its ever-growing mass of new statutes, new court decisions, and new administra- 
tive policies (frequently unwritten). I understand that in Canada most of the 
Provinces stay out of the income-tax and death-tax fields and in return receive 
a fair share of the National Government’s tax collections in these fields. This 
approach would reduce the expense of State tax empires, and by abolishing much 
of the needless complexity would end much needless expense to our clients and 
thus reduce my income and the income of tax attorneys generally. To me this 
vast duplication of income-tax work, both in Government and in my tax practice. 
is pure featherbedding, and I wish it could be abolished tomorrow. This is not 
a personal criticism of the men now doing their best to enforce State income-tax 
laws—it is too bad their talents are wasted there instead of being devoted to 
more widespread enforcement of a single income tax. 


4. Taxes operate to force small businesses in mergers 


If it were not a tragic situation, we could all laugh at a comic-opera govern- 
ment which piously proposes antimerger legislation and at the same time brow- 
beats countless small-business men into mergers every year by its tax rules. An 
aging small-business man who wishes to sell out must merge with a larger cor- 
poration ; his tax will be far heavier if he sells out for cash to another individual 
or a group wishing to continue to operate as a small business. If he owns the 
business as long as he lives, his estate has 15 months within which to liquidate 
the efforts of a lifetime in order to pay the Federal estate tax. It would be little 
enough to permit his estate taxes to be paid in installments over a period of 5 
years or perhaps 7 years. 


5. Rates and exemptions are too harsh 


I do not see much justice in permitting small business to elect a standard 
deduction, but I very strongly believe that the corporate normal tax should be 
reduced to 20 percent or less and that corporate surtaxes should not apply except 
to net corporate earnings in excess of $100,000. The existing $25,000 surtax 
exemption was never adequate, and during its existence the value of $25,000 has 
shrunk to the point where it will buy only about half as much machinery as 10 
years ago. This surtax exemption was never adequate and should be increased 
to at least $100,000. 
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Although it has been suggested, and with some logic, that a deduction should 
be permitted for additional plant investment, it seems to me this would involve 
too many complex definitions in practice. The basic problem of depreciation 
allowances today is that, with constant inflation, depreciation allowances based 
on cost do not provide tax-free recovery out of earnings of a replacement fund. 
Perhaps some cost-index method with depreciation on a replacement cost basis 
will be necessary. 

Also, I see no logical excuse for permitting accelerated depreciation for new 
machinery but not for used machinery. Small business is more likely to make-do 
with used machinery than is big business, and in addition to imposing an un- 
necessary accounting complexity, this distinction imposes a disproportionate tax 
burden upon small business. 


6. Pension plan discrimination against small business should cease. 


As a matter of ordinary justice, the active owner-manager of an unincorpo- 
rated business or working partner in a partnership should be treated just like 
any other worker for purposes of qualified pension and profit-sharing plans. 

Tax-deductible retirement plans for self-employed persons are long overdue. 
The pending legislation is a start, but I hope not the final answer to this prob- 
lem. Self-employed people should be placed in essentially the same position 
here as if they were employed by others. 

?. The first requirement of a sound relief program is simplicity. 

I am against any form of special relief for small business which would involve 
complicated problems of defining just what is a small business. It would be 
far better to achieve rough justice by some simpler plan. Complex schemes 
would help small firms of tax lawyers grow large, but would accomplish little 
more. After all, it was only a few years ago that the courts defined World 
War I—not II—excess profits for the last time. 

An increase in personal exemptions would be simple enough, but it would 
do small business no perceptible good. An overall reduction of personal and 
corporate income tax rates would help small as well as large businesses. In 
practice, reduction of personal rates would probably help small business more 
noticeably, because the compensation of its management (whether salaries, 
bonuses or profits) is typically taxable as ordinary income, whereas in large 
business a substantial portion can be in the form of deferred compensation, 
pension plans, stock options, and other means which provide currently for the 
future of a man and his family but without current payment of additional tax 
at high personal rates. In bidding for desperately needed management talent, 
it is pretty difficult for a small business to match these untaxed fringe benefits 
which large companies can offer as a matter of routine. 

The step I would not wish to see would be any form of special relief for small 
business which might involve complicated problems of defining just what is a 
small business. It would be far better to achieve rough justice by some simple 
overall plan. 

Partnerships and sole proprietorships should be allowed to elect corporate tax 
treatment, and, more important, small corporations should be allowed to elect 
partnership tax treatment. This last is particularly true so long as payments 
for the cost of invested capital are not deductible by corporations. It is fun- 
damentally dishonest for a government to acknowledge that interest is a properly 
deductible cost of borrowed capital but to deny that dividends are equally a 
cost of invested capital. I am told this last discrimination was born when 
corporate tax rates were so low that it hardly mattered, but no one can deny 
that it makes quite a difference today. 

This is a long statement, and there is nothing really new in it. American 
enterprise, large or small, is pretty rugged, but not indestructible. Growth is 
a slow and difficult process; bankruptcy can come overnight. My associates and 
I wish the committee every success in its work. 


Senator Kucurn. We have one more witness before the luncheon 
recess, Mr. Chairman, Mr. William B. Logan, of William B. Logan 
& Associates, management consultants. 

Mr. Logan, will you come forward ? 

We will be pleased to listen to you at this time. 
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STATEMENT OF WILLIAM B. LOGAN, OWNER-MANAGING DIREC- 
TOR, WILLIAM B. LOGAN & ASSOCIATES, SAN FRANCISCO, 
CALIF. 


Mr. Logan. This is in two parts, gentlemen. The first highlights 
some of the elements on taxation. Some of these have already been 
expressed, so I will briefly stipulate so far as the classification of 
your partnership, proprietorship, and your closed corporation as one 
group to be given the same tax benefits as a stock company or 
corporation. 

And the other deals with the estate taxes, the ability or the 
inability, shall we say, of many small proprietorships, in the event 
of death, their heirs to pay estate taxes immediately. 

Now, as to that, we have two positions. One would be to prorate the 
estate taxes over, say, a 5-period in the payment. The other deals with 
establishing a standard personal deduction, whether you are a pro- 
prietorship, a partnership, or a corporation. Just pull a figure out of 
the air and say 10 percent, as we have in our own personal income tax 
where we have a certain and standard deduction. 

Now, if this 10 percent, say, of annual earnings be classified as tax 
deductible, provided that this amount is retained in the business and 
is utilized to purchase, whether fixed assets or pay premiums on in- 
surance or pension plans for the proprietor or the partnership—so 
this would be a mechanical means, shall we say, to provide all business 
and all individuals to protect themselves and pay the estate taxes. 

Another—something which has not been mentioned here—briefly 
I have heard around and about, the point of view that, of course, we 
realize that the small businesses have to be given the opportunity to 
grow, and for any business to grow, you have to have all possible 
earnings to be plowed back into the business. 

Now, the small-business operator does not have the same oppor- 
tunity. Your tax laws can be carried back slightly, but it does not 
offset, as far as any high profit year is concerned, so that all the 
working capital which he may require for growth and investment in 
fixed assets and investment in receivables and investment in increased 
payrolls, investment in inventory—he either has to borrow that money 
from a bank or the Small Business Administration. And the pay- 
ments on a short-term basis are such that he does not have enough to 
pay, as far as any taxes. 

So it is a constant practically week-by-week operation in a lot of 
small businesses that are experiencing a growth situation. They have 
trouble week by week so far as meeting their payroll. 

Now, as a suggestion or a possible thought, can we consider a tax 
rate straight across the board of a proprietor, partnership, your 
closed corporation, and your public corporation, based upon a rate on 
the net worth. Whereby, again going back, your small business re- 
quires all its moneys at the early part of it, and as a net worth in- 
creases, you are plowing back money into the business. Your net 
worth does increase, thereby you have a greater ability to be able to 
pay taxes. So a graduated rate, based upon the net worth of the 
company—I don’t know if that has been mentioned in the past or 
before I arrived here, but that is a suggestion, I think, that may have 
considerable merit. 
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Mr. Sruurs. It has not been mentioned today, Mr. Logan. It was 
mentioned in Phoenix by one of our witnesses there who made such 
a suggestion. 

Mr. Locan. Those are some of the items when it comes to taxes 
themselves. 

Another element which was strictly a thought provoker here, as 
a long-range program—l might say it is a revolutionary concept to 
establish a strong small- business structure in our economy and at 
the same time contributing more tax revenue per business establish- 
ment. This is something, gentlemen, I firmly believe in. Without 
going into all the details, 1 think it is logical to assume, and it is a 
proven fact, the No. 1 problem of small business is poor management. 
The Department of Commerce periodically publishes a Survey of 
Current Business. Their study, the Age and Life Expectancy of 
Business Firms, shows that 50 percent of new ly established businesses 
go out of existence within 2 years and approximately 20 percent 
reach the age of 10 years. Recent studies show that in the past few 
years the birth rate of business has equaled the death rate on a 
national basis. 

With such statistics, I think we can assume the following condi- 
tions as they apply to taxes: 

One, with such rapid business turnover, there is a minor or non- 
existent profit in the period between the start of a new venture and 
the time it goes out of existence, and the individual, in most cases, 
loses his initial investment, and may or may not still remain in debt. 
Had the individual not entered business in the first place, he would 
have been paying taxes out of salary earnings working for someone 
else. 

Another item, those businesses, firms, that start and then fail, 
and who might employ 1, 2, or several individuals, again lessen the 

earnings of these employees through interruption of employment 
through going out of business. This again means lower earnings for 
these individuals and, hence, less taxes being paid or available. 

Another item: In many cases, the inefficient, small operator in- 
dulges in price cutting, whether willfully or ignorantly, causing un- 
sound competition. The sound operator, in turn, must meet a certain 
amount of this competition and, hence, lower their potential earnings 
and also resulting in a lower tax base. 

In some cases, where there might be a shortage of material, an 
inefficient loss-producing company makes it more difficult for a sound 
operation to acquire sufficient material for their use and then again 
hence reduce their possible growth. 

Additional actual conditions can be listed. For brevity, these 
should suffice to illustrate a realistic picture substantiating the enor- 
mous potential earnings that are being wasted and, in turn, the enor- 
mous loss of potential taxes. 

I believe it is logical to assume that in reducing the business turn- 
over, small business, in general, will become stronger, provide a 
greater total profit, sustain more jobs, and will increase the overall 
economy of this country. 

Now, we throw in the question here: What would happen if we had 
a screening process to determine whether or not any individual or indi- 
viduals contemplating entering a new venture would or would not 
have a realistic or reasonable chance for success ? 
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We do have a partial screening process existing in this country. A 
newly formed corporation must first be approved by the corporation 
commissioner. Anyone going into real estate, insurance—all must 
pass an examination in some States. Our educational system per mits 
freedom of entry, provided we meet certain standards and maintain 
passing grades. A compulsory screening process set up by the Gov- 
ernment, in my estimation, is not very feasible. 

The logical answer lays in creating a need for an experienced group 
of professional business counselors. Now, this is something that will 
not happen overnight. I am digressing’ from this report here for 
brevity to hit some of the highlights. 

In essence, we created a need for the certified public accounting 
profession. Many, many years ago we established the need for a legal 
profession. If we had qualified individuals who would be trained 
through an 8-hour course of study set up in the university, a 3-year 
apprenticeship course, and then a State examination to qualify a man 
as a business counselor, you would have enough of these people in this 
country, and they would become an adjunct to assist small-business 
men in the modern complexities of running a business. 

Now, in the same way, these individuals in a volunteer screening 
process, a person can come to a business counselor and say, “Here, | 
think I am going to go into business. I have X number of dollars. 
What do you think of it?” The analysis, the evaluation of the 
various factors, if you can lay a thing out in front of a person and say, 
“Look, these are your chances, these are what you have not considered. 
You have to make your dec ision vourself, however. We would per- 
haps recommend against it.’ 

Now, we are an organization utilizing a staff of retired executives 
which have been pioneering this particular type service for individ- 

uals, and I say the average so far is about 50-50. We have actually 
pointed out, and the individuals in all cases so far have not considered 
all the various elements; thereby, they have been very, say, thankful 
and appreciative, realizing that they could just have lost $3,000, $5,000, 
or $10,000 of their investment. 

I firmly believe some drastic measures must be taken along the lines 
outlined above if we are really to produce a very strong small-business 
economy. If there is a stronger small-business structure, there will 
be more opportunity for growth of medium-sized businesses which will 
bridge the gap between small and large business. 

I believe we have gone to an extreme in our free-enterprise system 
and some compromising measures must be taken. We should give the 
individual credit for having the “guts” and courage to risk his sav- 
ings and enter into a business venture. How ever, we should meas- 
ure the occasional success stories of neophytes, who made good with 
a shoestring and a stout heart, against the sobering evidence of small- 
business turnover and the losses of potential tax revenue. It would 
be difficult to estimate the millions and millions of dollars which are 
being wasted annually because of this unnecessary turnover in small 
business. 

Such voluntary screening program would prevent the obvious mis- 
fits from incurring these losses and it is preventing the needless waste 
through blundering use of our Nation’s resources. 

Those, gentlemen, are the highlights. 
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Senator Kucugn. Senator Humphrey, any questions? 

Senator Humpurey. I can only say that the proposals in part 1 
of the gentleman’s statement are helpful in terms of further opinion 
and further evidence relating to suggestions which have been made 
in a number of tax adjustments. 

Your part 2 is intriguing. But I do not know of any way in a free 
country that you can deny a man the right to lose his money, if he 
wants to lose it. I mean he can go out and dump it out in the bay if 
he so desires; it is his. You may say that is not social responsibility ; 
but as yet, we have recognized the right of an individual not only to 
be right but to be wrong, not only to be wise but to be foolish. 

Now, the point that you make in reference to consultation service, 
I think, has merit in this sense: That I believe it is fair to say 
that more and more management consultant services are being utilized 
and are being made available. And if you stress the importance of 
management consultant services as another protection or another bit 
of guidance and advice for a potential business firm or individual 
or a going concern, well and good, and I see no reason that banks could 
not say, for example, before they make a loan: “Well, you had bet- 
ter go over and check with certain consultants.” And I imagine 
banks do have economic consultants as to the feasibility of a busi- 
ness or as to its probability of success. They look into all aspects of 
it. 

Mr. Logan. That is right. 

Senator Humrpurey. But like most everything else, it is like free 
speech—who is to be the censor? And I would disagree primarily 
with you in the emphasis which you place, not in terms of the de- 
sirability of broader management services for independent enterprise. 

We had this suggestion, I believe, at either Los Angeles or Phoenix 
about the Government, in cooperation with business, developing a 
kind of a business extension service, to give modern up-to-date infor- 
mation on every conceivable type of problem: tax problems, account- 
ing problems, merchandising problems. 

I remember when I used to be in the drug business with my dad, 
I used to visit a number of stores and I used to see the pitiful condi- 
tion of what I called inventory control, just a simple little thing about 
where a clerk, when they would get new merchandise in, would always 
put the new merchandise in the front and push the old merchandise 
in the back, which meant deterioration in stocks. The first thing I 
learned as a boy of 12 years old was when you get new merchandise, 
you put it behind and get the old merchandise in front. When you 
need new packages, put it in front. That is just a simple thing the 
way people lose money. Those are the broader things that you can do 
with consultant services, but I am not going to give you my talk on it. 

I like novel suggestions, and if your emphasis is on additional con- 
sultant and management services, I think it is well taken and might 
very well be included with a little special emphasis in terms of tax 
deductible items. 

Mr. Locan. Very true, Senator, except I still feel that the root of 
the problem stems from the turnover in small business. And when 
you say to give a man the freedom of entry, that is very true. But I 
think the emphasis should be placed through educational sponsorship 
by the Government, through this committee here, but to give these 
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facts to these individuals. There is nothing that is worse than when 
you look at turnover of a couple of hundred thousand establishments 
per year ; that is a considerable sum. 

Senator Humpurey. We know that. I have never felt that the 
duty of Government was to see that everybody made a profit. I think 
the duty of Government is to see that everyone has opportunities. 

Mr. Logan. Agreed. 

Senator Humpnurey. And I do not think you can guarantee kind of 
a secure existence, saying, “Well, you are less fit than someone else, 
and we are going to put you over here in a little corner and kind of 
protect you from your own shortcomings.” 

The best that you can do is to formulate economic and legal policies, 
which give a framework of equity and of justice within these confines, 
so that the participants are not hit on the back of the head, symbolically 
speaking, with a club. I mean given a chance to face up to their 
competition on equitable terms. 

It is just a difference of point of view on this. 

Senator Kucuen. Senator Bible ? 

Senator Brete. I think part 2 was very provocative. [Laughter.] 
I think Senator Humphrey has highlighted it. I grew up with a 
dad who was an independent groceryman, and I think you would 
have a little difficulty in substituting the hard experience of competi- 
tion that you learn in daily trade. Maybe these investment services 
and management services have some real advantage, but there is an 
awful lot selling tomatoes to farmers that you could not learn in an 
extension course. 

3ut I think it is very provocative. 

Mr. Logan. It is very true. The State chamber of commerce put 
out a publication a couple of years ago, and they tried to outline 
various sources of information for new business entry into it, and he 
can pursue these very sources; but human nature is such they just do 
not do it. You have got to pinpoint the thing and get right down to 
cases, specific cases, so the average individual is not going to go here 
and go there ooking for information. 

Mr. Stuuts. I might comment here, Senator Humphrey. Remem- 
ber our gasoline price wars in New Jersey, where we had a turnover of 
about 30 to 40 to 50 percent of the gasoline dealers who were losing 
their little kitty each year, going out of business. Simultaneously, 
the major oil companies were saying, “Do you have $3,000? We can 
make you an independent businessman and lease you a gasoline sta- 
tion.” 

Senator Humphrey was fairly stern, I think, in his admonition to 
the gasoline, major oil companies. They had a little responsibil- 
ity 

Senator Humpurey. Right. 

Mr. Sruxrrs. To these poor folks just being sucked in by 
this great idea they would become independent businessmen when 
there was more than a 50-50 chance they would be dead at the end of 
the year. 

I think several of the companies since then have done a screening 
job, such as Mr. Logan has pointed out, before they will lease one of 
their company-owned stations to these men, and at least make sure 
they know which is the front and the rear end of the car. 
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Senator Humrurey. That kind of screening is coming back into 
the business picture, because you tie the reputation of the product in 
the picture. The reputation is not only what is in the newspaper ad, 
but also how it is handled in the service center. 

The second part of it on loans, the banking institutions of America 
are doing a much better job in many ways in terms of economic and 
consultant services in making loans. I am for all of this information. 

I think you do have responsibility, as Mr. Stults pointed out—the 
large oil companies were literally taking people to the cleaners by 
rather unfair methods of inviting people in and then just having lease 
arrangements, not having the price arrangements, that would permit 
them to make a living once they were invited in. 

What I am getting at is if you can make it possible for a man of 
average ability to make a living by the laws, tax laws, and the legal 
doctrines you have, I think that is about as much as you can do. 

I will keep quiet. 

Senator Kucue.. Thank you very, very much, Mr. Logan, for your 


assistance. 
Mr. Logan. Thank you, gentlemen. 


(The prepared statement of Mr. Logan is as follows :) 


PREPARED STATEMENT OF WILLIAM B. LOGAN RE PLAN FOR ESTABLISHING A STRONG 
BUSINESS ECONOMY FOR SMALL BUSINESS 


The following report consists of two parts: 

1. Part I dealing with comments and suggestions for changes in our tax laws 
which would have a beneficial effect in promoting small-business growth. The 
recommendations, no doubt, would have a beneficial effect for some small busi- 
nesses; however, they do not solve the basic problem confronting small busi- 
ness. 

2. Part II of the report outlines a revolutionary concept as a long-range plan 
to establish a sound, strong, small-business structure in our economy and at the 
same time contributing more tax revenue per business establishment. 


PART I 


A. Basie changes in business classifications for taxation purposes.—A single 
proprietorship, all forms of partnerships, and the closed corporation have very 
similar characteristics and the method of operation is primarily the same. The 
selection of type of business entity hinges on personal preference rather than 
necessity. In a majority of cases, financial ownership and operating manage- 
ment is synonymous. There is a vast difference between these three types of 
business entities and your stock corporation wherein a wide number of outside 
stockholders contribute the capital and the corporation is normally run by pro- 
fessional management. If a definition were established for a closed corporation 
then this type of entity would be considered along the same lines as a proprietor- 
ship and forms of partnerships, all three types treated equally for tax pur- 
poses. Within these three categories lies the principal number of small busi- 
nesses in the country. 

B. Individual versus corporation tax base—If the current different tax rate 
structure is used between individuals and corporations then it is only equitable 
that the closed corporation, partnerships, or proprietorships should have the 
same deductible expense advantages as a large corporation. Items which can 
be considered as expenses for a corporation should also be considered as ex- 
penses and tax deductions for the other group. If the two tax rates will be 
used, there are several suggestions which are covered below under D. 

©. Consideration should be given to one tax base rate for all types of busi- 
nesses. This base rate could be established on the net worth of the com- 
pany and its annual earnings. I believe this has considerable merit, since it 
only stands to reason that a well-established matured business has a greater 
ability to pay larger taxes with less disturbance on its stability and growth. 
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The small business has its most crucial period during the first 5 to 8 years in 
business. For any business to grow, all possible earnings must be plowed back 
into the business. With a tax rate based on the net worth, the small business 
would have a better opportunity to retain earnings by paying less taxes, and 
hence increasing its net worth. As the net worth increases, the tax base rate 
is increased in proportion. 

D. Suggestions for immediate tag relief for small business.—1. Tax deductible 
earnings.—As an individual has a standard personal deduction, why can’t a 
certain percentage, say 10 percent of annual earnings be allowed as tax deduct- 
ible, provided this amount is retained in the business and is utilized to purchase 
fixed assets, pay premiums on insurance plans or premiums for any pension or 
stock bonus plans, etc. 

2. Estate tares——It has been our experience that many small businesses of 
the sole proprietor, partnership, or closed corporation have not retained suffi- 
cient earnings in a liquid cash form to pay the estate and inheritance taxes 
in the event of death of the principal. With the above recommended 10 percent 
tax deduction, these types of entities could easily pay for insurance premiums 
to provide sufficient cash to pay these taxes in event of death. Another possi- 
bility, that survivors be permitted, in hardship cases, to pay estate taxes over 
a period of years. 

3. Average tar rate—As mentioned earlier, the first 5 to 8 years are the 
crucial ones in the life of a business. In this period, the business requires all 
available money to take advantage of growth opportunities. Losses suffered 
cannot advantageously be used as offset against future profits. If a 5- or 10-year 
basis is established, and a percentage applied on this overall base on an accu- 
mulative average method, then it would prevent situations wherein the companies’ 
programing for growth is not jeopardized through excessive taxpayments in a 
boom year. In a growth situation, a small business always has money tied up, in 
advance, in anticipation for future returns; in inventory buildup, increased 
receivables, additional investments in fixed assets, and more than likely pay- 
ments on bank financing. Another possibility, of course, to a limited extent, 
is to allow growth companies to write off a good portion of fixed investments 
made that year. 

The above covers recommendations and suggestions where basic changes in 
our tax structure could help a certain percentage of small business. As men- 
tioned in the opening paragraphs, these changes or modifications in the tax 
application do not strike at the root of the problems of small business. Part II, 
following, outlines a new concept for a long-term program whereby small busi- 
ness can be strengthened and at the same time produce greater earnings and 
in turn a larger amount of tax revenue. 


PART II 


A. Background information.—Without going into all the details, I think it is 
logical to assume that it is a proven fact that the No. 1 problem of small busi- 
ness is poor management. The Department of Commerce periodically reports 
on Survey of Current Business. Their study, the Age and Life Expectancy of 
Business Firms, shows that 50 percent of newly established businesses go out of 
existence within 2 years; approximately 20 percent reach the age of 10 years. 
Recent studies show that in the past few years the birthrate of business has 
equaled the death rate on a national basis. With such proven statisties at our 
fingertips I think it is logical to assume the following conditions exist: 

1. With such rapid business turnover there is a minimum or a nonexistent profit 
in the period between the start of a new venture and the time it goes out of 
existence. The individual, in most cases, looses his initial investment and may 
or may not still remain in debt. Had the individual not entered business in 
the first place, he would have been paying taxes out of salary earnings working 
for someone else. 

2. Those business firms that start and then fail, and who employ 1, 2, or 
several individuals, again lessen the earnings of these employees through inter- 
ruption of employment. This, again, means lower earnings for these individuals 
and, hence, less taxes being paid to the Government. 

3. In many cases, the inefficient small operators indulge in price cutting 
whether willfully or ignorantly causing unsound competition. The sound op- 
erators, in turn, must meet a certain amount of this unsound competition, and 
hence lower their potential earnings, resulting in less taxes paid. 
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4. In some cases, where and when a shortage of raw material exists, an in- 
efficient loss producing company makes it more difficult for a sound operation to 
acquire sufficient material for their uses and hence reduces their growth and 
earnings picture. 

5. Additional actual conditions can be listed. For brevity, these should suffice 
to illustrate a realistic picture, substantiating the enormous potential earnings 
that are being wasted and in turn the enormous loss of potential taxes. 

I believe it is logical to assume that in reducing the business turnover small 
business in generally will become stronger, provide a greater total of profit, 
sustain more jobs, and will increase the overall economy of this country. 

B. Compulsory versus voluntary screening before entering business.—What 
would happen if we had a screening process to determine whether or not any 
individual or individuals contemplating entering a new venture would or would 
not have a reasonable chance for success ? 

We do have a partial screening process existing in this country. A newly 
formed corporation must first be approved by the Corporation Commissioner ; a 
real-estate salesman or broker, a business opportunity broker, an insurance 
broker and one in securities all must pass an examination in some States; our 
educational system permits freedom of entry, provided we meet certain stand- 
ards and maintain passing grades. 

A compulsory screening process set up by the Government, in my estimation, is 
not very feasible. The logical answer lies in creating the need for and in de- 
veloping a profession of trained business counselors. This would stem from an 
S-year course of study in our colleges and universities wherein one would re- 
ceive a degree of management engineer. A 3-year apprenticeship course and 
passing a State examination would be necessary before a person could hang out 
his shingle as a management consultant or business counselor. Suppliers and 
banks could put teeth into a voluntary screening process by recommending or 
insisting that an individual see a business counselor prior to advancing credit. 

Through active support by the Government, a program could be developed in 
conjunction with the various States and universities to establish this profession, 
including qualifications, standards, and control. Big business has forged ahead 
through use of professional management. With sufficiently trained and quali- 
fied management consultants or business counselors, screening of individuals and 
then continuous management guidance would be available for small business at 
fees well within their means. 

I firmly believe some drastic measures must be taken along the lines outlined 
above if we are really to produce a very strong small business economy. 
Through a stronger small business structure there will be a greater opportunity 
for the growth of the medium sized businesses, which would more thoroughly 
bridge the gap between big business and small business. 

I believe we have gone to an extreme in our free-enterprise system, and some 
compromising measures must be taken. We should give the individual credit for 
having the guts and courage to risk his savings and enter into a business 
venture. However, we should measure the occasional success stories of neo- 
phytes, who made good with a shoestrong and a stout heart, against the sober- 
ing evidence of small-business turnover and the losses of potential tax revenue. 
It would be difficult to estimate the millions and millions of dollars which are 
being wasted annually because of this unnecessary turnover in small business. 

Such a program would prevent the obvious misfits from incurring these losses 
and at the same time preventing the needless waste through blundering use of 
our Nation’s resources. 





PERSONAL DATA OF WILLIAM B. LOGAN 


William B. Logan, owner and managing director of William B. Logan & 
Associates, is probably the youngest (age 37) head of a business management 
engineering firm in the United States. 

He was graduated from Lehigh University in industrial engineering. 

He served several years in the United States Army Air Force, acquiring the 
rank of major. While in the service, he was responsible for many organizational 
and reorganizational projects involving air bases. For this work in the military 
service, he received the Commendation medal and several commendation letters, 
including one from the head of the Russian lend-lease mission in Alaska. 

He has had several years of actual business experience to get the background 
of ownership and management reaction to changes. 
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He invested 2 years with a national management engineering firm that 
specialized in service to small business. 

He is the author of various articles on small business and its problems. These 
articles were published in trade-association publications. 

He established and conducted a course on practical small-business manage- 
ment at the University of California extension. 

He has addressed many small-business groups throughout the northern Cali- 
fornia area. 

He has spent about 10 years in the research and practical applications of small- 
business problems and their correction. 

He has recently inaugurated a new service for individuals and small busi- 
nesses called the advisory board service plan. 

He has received both local and national publicity in press and magazine 
articles, features, and editorials. 


Senator Kucuen. Is Mr. McClung here? Mr. McClung, I am told 
you represent the California Retailers Association, and you have a 
statement you would like to submit for the record. 

Mr. McCune. Yes, sir; merely submit the statement for the rec- 
ord and your consideration. 

Senator Kucnen. Thank you very much, sir. It will be made a part 
of the record in full. 

Mr. McCiunea. Thank you, Senator. 

(The statement of Mr. McClung is as follows: 


CALIFORNIA RETAILERS ASSOCIATION, 
Sacramento, Calif., September 19, 1957. 


UNITED STaTES SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
Senate Office Building, Washington, D.C. 

GENTLEMEN: Attached you will find copies of a statement prepared by Adrian 
A. Kragen, chief counsel of California Retailers Association, recommending steps 
to be taken to provide tax relief for small-business men. 

Your careful consideration of these recommendations will be sincerely ap- 
preciated. 

Sincerely, 
EMMONS MCCLUNG, 
Associate Managing Director. 


STATEMENT PREPARED BY ADRIAN A. KRAGEN, CHIEF COUNSEL, ON BEHALF OF 
CALIFORNIA RETAILERS ASSOCIATION, SAN FRANCISCO, CALIF. 


For many years legislators, administrators, economists, and businessmen have 
been concerned with the growing threat of our changing economy to small 
business. In this regard they have been concerned with what in an earlier 
period would have been considered as large organizations as well as those which 
are quite small in the present economy. The California Retailers Association, 
through its managing director, Vincent D. Kennedy, has been very interested 
in discussions in this business area, for the reason that this organization is 
composed of all types of small business from the so-called “momma-papa” store 
to the large department stores established in the metropolitan centers of Cali- 
fornia. All of these organizations are substantially affected by the Federal 
tax structure. In contrast to organizations such as General Motors or United 
States Steel, which have large surpluses or borrowing power, these organiza- 
tions are generally not in a position to pay the heavy percentage of their 
income which the Federal tax structure demands and at the same time under- 
take the capital expenditures necessary to survive in the present economy. A\l- 
though we believe that tax relief to all portions of our business community 
should be granted as soon as it can be, we believe it is essential that immediate 
relief be given to small business if we desire to have it remain as an important 
segment of the competitive system in this Nation. 

Pursuant to the suggestion of the committee, we are considering the various 
items suggested by the committee as possible sources of relief in the order set 
forth in the committee memorandum. 

1. The provision for payment of estate taxes in installments without 
interest would, of course, be helpful to any small family-owned business 
where the estate of the decedent, who was the major stockholder, a partner 
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or sole partner, was liable for a substantial estate tax. It would prevent 
the business being injured by the widthdrawal at one time of a large part 
of its working capital or being required to incur a heavy indebtedness. 
However, a provision of this type would have general application to any 
large estate and should not be considered as special relief to small business. 
It should also be noted that the provision would have very little real value 
in the case of the very small business where the estate tax is not a signifi- 
cant item. 

2. The present code provisions allowing partnerships to elect to be taxed 
as corporations seem to have had little use. Although there are instances 
where this type of provision may be valuable, it would appear to be of 
only minor significance. 

3. A use of the double declining balance or sum of the digits methods 
of depreciation for used equipment would offer some help to small as well 
as big business. There would seem to be no justification for distinguishing 
between used equipment, acquired by the taxpayer after the effective date 
of the 1954 Internal Revenue Code, and new equipment. However, the 
acquisition of used equipment is not a major factor with small business, 
and accelerated depreciation, although helpful, would not be the solution 
to the tax troubles of the small-business man. 

4. There would appear to be no equitable basis for the present discrimina- 
tion between the partner or sole proprietor and the office-shareholder in a 
closely held corporation in the application of pension or profit-sharing 
plans. The latter can participate in all the tax benefits of such plans 
while the former cannot. There is no method now in the tax laws where 
the partner or sole proprietor can build any personal retirement fund 
equivalent to that which can be set up for the corporate executive who is at 
the same time the major or sole shareholder. Provision should be made 
to allow the partner or sole proprietor to participate in and receive the tax 
benefits of qualified pension or profit-sharing plans. In addition, in the 
many small businesses where a qualified plan is not possible, the proprietor 
should be allowed to set up his own retirement program with equivalent 
tax benefits to those provided under the qualified plans. One suggestion 
now in the Jenkins-Keogh bill is to allow the setting up of a retirement 
trust in which there is placed by the individual a limited percentage of his 
yearly income free from immediate tax burden. 

5. Any change in the corporate tax rates would affect some small busi- 
ness, but as a large majority of small business is unincorporated it cannot 
be considered as an answer to the small-business problem. 

6. There would not appear to be any substantial value to the use of a 
standard deduction sufficient to overcome the obvious administrative diffi- 
culties of endeavoring to give such a deduction solely to small business. 

7. There would be a very real advantage to small business in allowing 
the treatment of certain yearly additions to capital as if they were cur- 
rent expenses. The stumbling block to economic success or even existence 
of many small businesses is the inability to have available funds for the 
acquisition of modern equipment. Big business is constantly acquiring 
the most efficient devices for the conduct of business. If small business 
is to compete successfully with the industrial giants it must also acquire 
the equipment which will allow it to operate at the highest possible effi- 
ciency. With the limited capital available after payment of Federal and 
State taxes and with the restriction which size places on its credit, 
small business has substantial impediments to its acquisition of the 
newest vehicles for economical operation. If a moderate yearly allowance 
were made in the Federal tax laws for capital expenditures to be deducted 
as current expenses the small-business man would be greatly assisted in 
his efforts to stay in competition with big business. A very real benefit 
would be conferred on small business by this approach. 

8 and 9. I do not believe that these items would offer any special aid to 
small business, in part by reason of the fact that unincorporated enter- 
prise comprises such a large segment of small business. 

One of the burdens which falls in a disproportionately heavy manner on 
small business is the bookkeeping and other paperwork incident to acting 
as the tax collector for income, social security, and other Federal taxes. 
Big business can include the tasks in the normal course of the operation 
of its electronic recordkeeping machines at a cost which is comparatively 
insignificant. Small business which cannot afford these devices is forced 
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to spend a proportionately large amount in keeping the records and pre- 
paring the reports relating to its job as unpaid Government tax collector. 
It would appear equitable to recognize this situation by some method of 
reimbursement. We would suggest that business enterprises be author- 
ized to retain 5 percent of the amounts which they collect or withhold on 
behalf of the Federal Government and which they transmit without delin- 
quency. We would suggest that this credit or reimbursement be limited to 
the first $300,000 of such transmittals, thus limiting the benefit to any 
business to $15,000. The freeing of this 5 percent for use by the small- 
business man would be of substantial assistance in allowing him to acquire 
the capital improvements necessary for his survival. Although this re- 
imbursement would of course apply to all business it would, with the lim- 
itation, be meaningful in the case of small business but insignificant to big 
business. It would to a major extent equalize the burden of acting as 
a tax collector between small and big business. 

The major problem in arriving at an equitable method of assisting small bus- 
iness taxwise so that it can survive as an integral part of our economy in 
this day of increasing size and combination of all types of industry is one of 
definition. What is small business in the steel industry may well be an in- 
dustrial giant in some other industry. If the solution which the committee de- 
termines to adopt gives equal assistance to the “big” unit in an industry, there 
is merely a continuance of the advantage of size in a majority of the circum- 
stances. On the other hand, we do not suggest to the committee that there be 
active tax discrimination against big business. Rather it is our hope that the 
committee will adopt a method which will simply lift from small business that 
part of the tax burden which prevents small business from taking the steps 
necessary to compete in the market with the larger and more financially in- 
dependent units of industry. A means which makes it possible for small busi- 
ness to acquire the most modern and efficient devices for the operation of its 
business without crippling withdrawals from working capital or dangerous 
extension of its borrowing power will be a forward step toward the desired 
end. 

The California Retailers Association, on behalf of the retail department 
stores and specialty stores it represents, requests this committee to recommend 
the enactment of legislation to allow small business to keep at the efficiency 
peak and thus continue small business as an important cog in the competitive 
system which has been and is the mainspring of this Nation’s great growth and 
prosperity. 


Senator Humpurey. Do you know Mr. Roland Jones? 

Mr. McCune. Yes. 

Senator Humeurey. Give him my regards. 

Senator Kucuer. This hearing will now stand in recess until the 
hour of 2 o’clock this afternoon. 

(Whereupon, at 12:10 p. m. the hearing was recessed until 2 p. m.) 


AFTERNOON SESSION 


Senator Kucuex. The meeting will come to order. 

The first witness scheduled for this afternoon is Mr. F. J. Dannen- 
felser. Will you come forward, Mr. Dannenfelser, please. 

Proceed. 


STATEMENT OF FREDERICK J. DANNENFELSER, PRESIDENT, 
MANNING-MITCHELL PAINT C0., SAN FRANCISCO, CALIF., AND 


MEMBER OF THE NATIONAL FEDERATION OF INDEPENDENT 
BUSINESS 


Mr. Dannenretser. What is your pleasure, Senator? Do you want 
the entire statement, or did you want it abbreviated, or what? 

Senator Kucuev. Suit yourself. I have just been told it is a very 
fine statement. Let us listen to it. 
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Mr, Dannenrecser. Thank you. 

My name is Frederick J. Dannenfelser, president of Manning- 
Mitchell Paint Co., 500 Second Street, San Francisco, Calif. 

I am a member of the regional advisory board of the Small Busi- 
ness Administration for this area, and am also a member of the Na- 
tional Federation of Independent Business. I was one of the foun- 
ders of Manning-Mitchell Paint Co. in 1946; and the tax rates to me 
are a very serious problem to a small and growing company. 

Senator Brete. How large a company is that? How many em- 
ployees do you have ? 

Mr. DannenFe ser. I have 14 employees 

Senator Bratz. Fourteen employees. 

Mr. DANNENFELSER. I know, too, what taxes mean to other small 
businesses. In my company, I spend considerable time with our rep- 
resentatives in the field, traveling a market area which includes the 
seven Western States. I have had long, detailed discussions with our 
clients on their problems, and I can tell you that current high tax 

‘ates are one of their most serious difficulties. They, too, are very 
much concerned about the high tax rates. 

All of us agree that there must be taxes, but the income-tax law 
should be both simple and fair. First, why can the laws not be sim- 
pler? Right now, it takes a battery of lawyers to figure out what the 
laws mean and just how they apply in specific situations. 

The small-business man is unable to predict the position the Inter- 
nal Revenue Service may take. The Tax Court and the courts of 
appeal often disagree, and the circuits even tend to be inconsistent. 
The Supreme Court is unable to grant certiorari in most tax cases, 
due to the caseload of other questions of law. 

Hence there is no uniformity, and the small-business man cannot 
afford the cost of such tax litigation when his position in court is 
sheer speculation. This is an unfair hardship on small business es- 
pecially, because they do not have the unlimited funds of their larger 
competitors to hire whole corps of tax attorneys and accountants to 
do work on tax problems. 

There have been several recommendations in the Congress to bring 
some order out of this chaos. There has been a bill by Representative 
Reed of New York to eliminate tax loopholes and special exceptions 
which are, in part anyway, the difficulties of a clear set of taxing 
rules. There has been a bill by Representative Gubser of this State, 
California, which sets up a definite procedure for use of court pre- 
cedents by Internal Revenue. 

And there have been many bills seeking establishment of regional 
tax courts, lying between Internal Revenue Service offices and the 
formal Tax Court, to which taxpayers and tax collectors might take 
their differences, to have them settled on an informal basis with a 
minimum of expense and delay. I have often wondered why measures 
like these have so consistently failed, because they would seem of a 

very helpful nature. 

Second, why can the laws not be fair? It is difficult to understand 
the logic of a tax law written for both billion-dollar corporations and 
those doing less-than-a-million-dollar volume. The Federal tax take 
is so great for all profitable small business that expansion and pur- 
chase of new equipment is greatly retarded. The risk is usually greater 
than the possible incre: ised return after taxes. An accele ‘ated tax 


97385—57—pt. 1——-19 








274 TAX PROBLEMS OF SMALL BUSINESS 


writeoff of new plant and improvements similar to the certificates of 
necessity granted to the larger corporations would stimulate small- 
business gr rowth. 

More than this, under the present code, there are numerous tax-free 
advantages open to executives of large corporations not available 
to most small-business men. These include pension and profit-sharing 
plans, deferred-pay contracts, stock-purchasing plans, stock options, 
and so forth. In addition, there are many fringe benefits, including 
group insurance, company dining rooms, houses at cost, company 
clubs, medical checkups, and legal services at no charge. 

In view of all this, obviously some special] tax relief is necessary for 
the survival and growth of small business. It is necessary, if only 
to offset the advantages now enjoyed by giant concerns over their 
smaller competitors. 

What to do about this? Well, for a starter, how about beginning 
action to make good the promises which both parties made to small 
business during “their 1956 ¢ ampaigns‘ Bills to this end have been 
introduced in C ongress, but little has been accomplished. 

On the Republican side, there were promises to reduce the corporate 
normal tax from 30 percent to 20 percent; and on the Democratic side, 
there were promises to work for a tax-law revision by applying the 
principle of graduated taxation realistically to corporate income. 
Frankly, I am for anything that will reduce the tax burden, whether 
bya one-step c ut or a tax based on ability to pay. 

On both sides, there were promises to enact legislation which would 
permit installment payment of estate taxes over a period of years, 
when the estate consists principally of the equity capital of closely 
held business. This, while perhaps minor in relation to a tax cut, 
is an improvement well worth while enacting. After all, many of us 
are young men with long life expectancy ahead. 

But there does come a time when we have to think of what will come 
afterward. And my observation of many situations is that when an 
aging businessman faces this problem, he is inclined to make a deal. 
sell his business, or be absorbed by a larger competitor because of the 
very real problem of handing it ever to his successors. After all, 
unless you are in an extremely well situated liquid position, you ean- 
not take estate tax ina single payment. 

On the Republican side, there were pledges to permit fast writeotfs 
on purchases of used property to $50,000 in any 1 year and to permit 
small corporations to pay their taxes like partnershi ips. Bills along 
this line have been introduced, and [I think it is eminently sound. 

Current tax law gives a break to those who purchase new property. 
But the sad fact is that too many small-business men with limited 

capital are forced to buy on the used equipment market. In all fair- 
ness, they should have the same advantages as their competitors who 
are in the fortunate position of being able to purchase new equipment. 
It is disappointing to many of us to read that Congress this vear started 
action to repeal the quick writeoff feature on new property. 

In my visits with businessmen in these seven Western States, there 
was an enthusiastic response when these pledges were made, because 
at long last there seemed to be a reasonable prospect that Congress 
might take a first step toward helpful action on the tax-relief front. 
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There are many more things that could be done on taxes. For in- 
stance, enactment of the so-c: alled Jenkins-Keogh bills to make it easier 
for independents to finance their own private retirement plans. And 
more than this, action on bills like that by your own Senator Spark- 
man, to allow owners of unincorporated businesses to take the same tax 
deductions for their own personal pensions plans as they are permitted 
to take for their employees’ plans. And these are just a few. 

As I see it, and as the businessmen I have talked with see it, it is 
important that your committee continue its tax studies over the months 
tocome. But it is more important that Congress get into gear on the 
tax-cut promises that have already been made. Certainly many of 
the members of your committee must have joined with their parties 
in the determination of the small-business tax planks in their plat- 
forms. Many of the members of your committee have joined in studies 
of small-business tax problems before this, and have joined in sub- 
mitting programs for tax reductions. Why not follow the course 
indicated, at least for a starter ? 

It all sums up that the Federal tax structure is a roadblock in the 
path of small-business growth: that this very tax structure actually 
promotes the monopoly and business concentration that both parties so 
vigorously criticize. Changes must be made in this, to unchain small 
business’ potential in helping to do the job it can and must do in de- 
veloping and maintaining a sound economy in our country. 

After your committee released its 1956 year-end report, which 
claimed that after many years small business had finally come of age 
politically, the time for real action toward building a better climate 
for small-business opportunities seemed right at hand. But I can tell 
you now that, if small-business men were asked how they currently 
feel about Congressmen and their action on these programs laid down 
last year, they would reply, just like the song in My Fair Lady, 
“Words, words, words, I’m tired of words—show me.” [ Laughter. | 

| appreciate the opportunity to make this statement here. 

Senator Kucnen. Senator Bible? 

Senator Binur. I think that isa very effective statement, and I think 
that it is time we were giving you some action instead of words. You 
are very well aware of the fact that an attempt was made i in Senator 
Fulbright’s bill? last year to get action. We got 33 votes. Maybe 
this next session we will get more votes. But I think it is high time 
we acted upon some realistic tax relief for small-business men. 

That is all, Senator. 

Senator Kucuen. Thank you very much. I trust that, perhaps, in 
the next session of the Congress convening in January, it may give 
you a proper and adequate answer to the My Fair Lady question. 

Mr. DaNNeNretsER. Thank you. 

Senator Kucuen. Thank you, sir. 

The next gentleman is Mr. R. H. Laborde, of the certified public ae- 
countant firm of Fischer & Laborde in Berkeley. 

Mr. Laborde. 


*S. 150, introduced by Senator Fulbright on January 7, 1957, and later offered as an 
amendment during Senate debate on extension of corporate-tax rates (H. R. 4090). The 
umendment failed by a vote of 52 to 383 on March 27 1957. The amendment would have 
reduced the normal-tax rate on corporate income from 30 percent to 22 percent, and was 
identical in principle with the unanimous recommendation of the President’s Cabinet 
Committee on Small Business. (See Congressional Record of July 11, 1957, p. 11099.) 
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STATEMENT OF R. H. LABORDE, PARTNER, FISCHER & LABORDE, 
BERKELEY, CALIF. 


Mr. Laxsorpe. Reading from the text here: The average smal] busi- 
ness can only provide for its growth through profits. Constant de- 
mands are sade for means to finance accounts receivable, inventories, 
equipment, real estate, and so forth. Their ability to borrow funds 
or to attract investment capital is limited because success of their ven- 
tures are generally due to the special experience of the operators. 

The business survival of many of these operators depends on their 
ability to more efficiently conduct their business. Productivity per 
hour is increased by additional mechanical equipment, so that through 
laborsaving a shorter workweek can be obtained, yet keeping the 
price of services or products at a competitive level. I have various 
items that I mention. 

One is to permit the income of corporations to be taxed to the indi- 
vidual stockholders. Many concerns are forced by the speculative 
nature of their operations to use a corporate form. The limited lia- 
bility protection afforded the stockholders carries sizable tax penalties, 
that is, higher tax rates of corporations and the inability to use losses 
of the corporation against other personal income. In addition, there 
is the double tax on dividends, as funds are withdrawn from the busi- 
ness. 

The result is injurious to the group of owners who are investors in 
very small businesses, yet cannot hazard the risk of operating outside 
of a corporate structure. It is my opinion that this election would 
encourage more investments in small business. 

This election would be binding on all future years, subject to change 
by approval of the Treasury Department. This would be of little 
interest to stockholders whose income would be in higher brackets, as 
it affords no tax savings in that direction. 

Senator Kucuen. May I interrupt you at that point just to ask you: 
Do you mean, when you speak of corporate income, that it would be 
distributed to the stockholders ? 

Mr. Lazorpe. Simply have the income of the corporation taxed to 
the stockholders, similar to a partnership where the partnership is not 
paying the income taxes, but all of the income earned by the partner- 
ship would be taxed to the individual partners, so all of the income 
earned by the corporation would be taxed to the individual stock- 
holders. 

Senator Kucuer. I mentioned this morning that I did support the 
legislation to give some dividend relief, and many people in our State 
violently objected to it. Ithink I was right. I think it is sound, and 
I think it is in the public interest. At any rate, however, I do feel 
that, when you speak of taxing stockholders, I feel you must assume 
that the distribution is being made. ; 

Mr. Larorpr. Or the right to receive the money would be there. 

Senator Kucner. Well then, you get into the same question you have 
in some of these packinghouses down South that I know something 
about—I guess the same thing up here—constructive receipt. Any- 
way, excuse me for interrupting you. 

Mr. Lasorve. The other one is for partnerships and proprietorships 
to be allowed to be taxed as corporations, which is now under the tax 
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law, but, as I understand it, this is subject to being canceled because 
what it does—by allowing these people to be taxed as corporations, 
it saves them the expense of maintaining a corporate structure and 
going through the expense of incorporating and the more formal type 
of operation that a corporation entails. 

Mr. Stutts. This morning there was some suggestion, Mr. Laborde, 
that the election might hold for 4- or 5-year periods. Obviously, you 
should not allow the man to shift around every day. I notice that 

our suggestion was that it would be binding until the Treasury said 
it was O. K. to change. 

Would you think there would be some merit in, say, making it 
binding for a 4- or 5-year period and then allowing a redetermination 
of that election ¢ 

Mr. Laporpe. Relative to the unincorporated business or the cor- 
porations’ tax ¢ 

Mr. Sruurs. Corporations’ choosing; it would apply presumably to 
both of them, however ¢ 

Mr. Lasorpe. I think I would not put any specified period on any 
one of them. Because I think, in the case where an unincorporated 
business is taxed as a corporation and if they do want to change back 
to a partnership or have the income taxed to the individuals, I would 
have them pay a disincorporation tax, so to speak, a second tax. That 
is, there would be a penalty they would have by going back to being 
taxed as individuals, and, as to the income earned by the corporation, 
that is taxed to the individual stockholders. Then it would be their 
income accumulated in the corporation because they have already paid 
the tax on it. 

Mr. Sruurs. All right. 

Mr. Laxgorpe. I think, also, that the use of the graduated tax table 
on corporation income should be permitted. At the present time, 
corporation income is taxed on a basis of 30 percent on the first $25,000 
of profits and 52 percent of the excess over $25,000. Time and again, 
I have seen clients consider that, even if a venture were successful, the 
business could not develop properly because of a lack of working 
capital. 

A more graduated tax rate table should be considered, as follows: 

First $10,000 of income, 20-percent tax; next $20,000 of income, 30- 
percent tax; next $20,000 of income, 40-percent tax; above $50,000 of 
income, 52-percent tax. 

These rates would mean that if a corporation earned $50,000 it would 
pay $16,000 of tax, instead of $21,000 under present rates. This would 
encourage many people to hazard going into a business as they could 
see a better possibility of its success and growth. 

The next heading is to allow proprietors of unincorporated business 
to be treated as employees under qualified pension, medical, and life- 
insurance plans. 

Now, we have the situation whereby the costs of qualified plans 
for pension, medical, and life-insurance plans are deductible, if for 
the benefit of employees. These costs are also deductible for benefits 
for stockholder employees. 

This appears to be highly discriminatory against proprietors of 
unincorporated businesses. In fact, it has been my experience that 
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some employers have not set up such plans because they could not be 
included. 

A simple solution would be to allow such proprietors to receive a 
tax deduction for the costs of their participation subject to limitations 
similar to those of stockholder employees. 

Next is to allow as a nontaxable exchange the sale of real and 
personal property used in a trade or business if the proceeds therefrom 
are reinvested in like property within a year. 

The profit from the sale of real and personal property used in a 
trade or business is generally classified as a capital gain and the lower 

tax paid accordingly. 

This has led fin: ally to many disagreements between taxpayers and 
the Internal Revenue Service. Taxpayers have claimed that profits 
on sales of these assets were a result of inflation and revenue agents 
have insisted that too large a depreciation writeoff was allowed. 

Other taxpayers are in the position where they are unable to make a 
changeover from outmoded real estate or to new productive equipment 
because even the capital gains tax means the extra amount that makes 
the chang e too costly. 

For ex: ample, I have a client who has a flower greenhouse nursery. 
The city in which he is located has grown around him. His land has 
become quite valuable and naturally his real-estate taxes have in- 
creased. He would like to sell his present city acreage and move out 
to the country and duplicate his nursery. The cost of the changeover 
would be about the sales value of his present property. But he 
would have to find from some other source the income tax due on the 
profits from the sale of his present property, which would be a very 
sizable item. 

Mr. Struts. Which is comparable to what is done with houses now 
on a personal basis. 

Mr. Lazsorpde. Somewhat comparable. 

I think if such a thing were written into the law, I think a lot of 
thought would have to be given as to whether capital gains would be 
allowed thereafter on the sales of these properties. But on property 
actually used in the trade or business, where it is simply switched over 
into the same type of an asset, there would not be any tax. 

The last I have is to allow the executor of an estate to pay estate taxes 
over a 10-year period after death. 

The problem of planning for the estate taxes payable 15 months after 
death is a very difficult one. When a businessman has all he owns tied 
up in his ventures, to liquidate for tax purposes many times means 
distress sales or a business is weakened by loss of working capital. 
Since the deceased party is generally also the prime mover of the 
operation the operation may be set bac k for a long period of time. 

Many taxpayers have merged with large companies so that their 
business assets are converted to securities that may be easily sold when 
estate taxes become due. Others have decided to remain static or 
curtail their operations so that their assets remain more liquid. 

A solution would allow an election to have the taxes payable over ¢ 
10-year period, and bear interest after 15 months from date of death. 
The estate assets could be held together and not distributed to bene- 
ficiaries until the estate tax were paid. ‘The interest charge would 
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impel those estates in liquid form to pay the tax during the 15-month 
period. 

Actually, comparatively few estates would use more than 3 years 
and fewer still more than 5 years. ‘The greatest etiect would be to 
relieve the pressure of this short-term liability and allow the most 
efficient financial planning for the business. 

Senator Kucnen. Thank you very much, sir. 

Any questions, Senator Bible / 

Senator Bratz. Lhave no questions. Thank you. 

Senator Kucuen. You are of assistance to this committee, and I 
appreciate it, Mr. Laborde. Your full statement will be included in 
the record at this point. 


PREPARED STATEMENT OF R. H. LABORDE, PARTNER, FISCHER & LABORDE, 
BERKELEY, CALIF. 


PERMIT THE INCOME OF CORPORATIONS TO BE TAXED TO INDIVIDUAL STOCKHOLDERS 


Many concerns are forced by the speculative nature of their operations to use 
a corporate form. The limited-liability protection afforded the stockholders 
carries sizable tax penalties: i. e., higher tax rates of corporations and the in- 
ability to use losses of the corporation against other personal income. In addi- 
tion, there is the double tax on dividends, as funds are withdrawn from the 
business. 

The result is injurious to the group of owners who are investors in very small 
businesses, yet cannot hazard the risk of operating outside of a corporate struc- 
ture. It is my opinion that this election would encourage more investments 
in small business. 

This election would be binding on all future years, subject to change by ap- 
proval of the Treasury Department. 

This would be of little interest to stockholders whose income would be in 
higher brackets, as it affords no tax savings in that direction. 


PARTNERSHIP AND PROPRIETORSHIPS SHOULD BE ALLOWED TO ELECT TO BE TAXED 


AS CORPORATIONS 


Under the 1954 Revenue Code, partnerships and proprietorships were allowed 
to be taxed under corporate rates for separate businesses. 

This election should be continued so that these separate businesses would not 
be forced to bear the expense of the formalities required under State law if in- 
corporated. Once these operating units have so elected, thereafter their con- 
duct for tax purposes should be the same as under a corporate structure. 

And if this business were transferred to a corporation, in order to aline their 
tax returns for both Federal and State purposes, the transition should be a non- 
taxable one. 

USE A GRADUATED TAX TABLE ON CORPORATION INCOME 


At the present, corporation income is taxed on a basis of 30 percent on the 
first $25,000 of profits and 52 percent on the excess over $25,000. Time and 
again, I have seen clients consider that even if a venture were successful the 
business could not develop properly because of a lack of working capital. 

A more graduated tax-rate table should be considered, as follows: 


Percent tar 


arses: Saunt a, | TN i ikea sed Mca cca vie ws es ca ak ahs Mineola eto agin aban nesta ea 20 
Next $20,000 of income — se lS cts Ueac tatnce neet nh hah vics staid crietitaaaacn 30 
PE ee ee rs CN as in asad cs nine wis pscnstcams params ide ihe do sin aioe baa en types bcm tg emia cincoak tO 
Sy LUNN ica vn taitin oe i eine ccc pra eis a oe 52 


These rates would mean that if a corporation earned $50,000 it would pay 
$16,000 of tax, instead of $21,000 under present rates. This would encourage 
many people to hazard going into a business, as they could see a better possibility 
of its suecess and growth. 
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ALLOW PROPRIETORS OF UNINCORPORATED BUSINESSES TO BE TREATED AS EMPLOYEES 
UNDER QUALIFIED PENSION, MEDICAL, AND LIFE-INSURANCE PLANS 


Now we have the situation whereby the costs of qualified plans for pension, 
medical, and life-insurance plans are deductible, if for the benefit of employees. 
These costs are also deductible for benefits for stockholder employees. 

This appears to be highly discriminatory against proprietors of unincorporated 
businesses. In fact, it has been my experience that some employers have not set 
up such plans because they could not be included. 

A simple solution would be to allow such proprietors to receive a tax deduction 
for the costs of their participation subject to limitations similar to those of stock- 
holder employees. 


ALLOW AS A NONTAXABLE EXCHANGE THE SALE OF REAL AND PERSONAL PROPERTY USED 
IN A TRADE OR BUSINESS IF THE PROCEEDS THEREFROM ARE REINVESTED IN LIKE 
PROPERTY WITHIN A YEAR 


The profit from the sale of real and personal property used in a trade 
or business is generally classified as a capital gain and the lower tax paid 
accordingly. 

This has led finally to many disagreements between taxpayers and the 
Bureau of Internal Revenue. Taxpayers have claimed that profits on sales of 
these assets were a result of inflation and revenue agents have insisted that 
too large a depreciation writeoff was allowed. 

Other taxpayers are in the position where they are unable to make a change- 
over from outmoded real estate or to new productive equipment because even the 
capital gains tax means the extra amount that makes the change too costly. 

For example, I have a client who has a flower greenhouse nursery. The city 
in which he is located has grown around him. His land has become quite valuable 
and naturally his real-estate taxes have increased. He would like to sell his 
present city acreage and move out to the country and duplicate his nursery. 
The cost of the changeover would be about the sales value of his present property. 
But he would have to find from some other source the income tax due on the 
profits from the sale of his present property. 


ALLOW THE EXECUTOR OF AN ESTATE TO PAY ESTATE TAXES OVER A 10-YEAR PERIOD 
AFTER DEATH 


The problem of planning for the estate taxes payable 15 months after death is 
a very difficult one. When a businessman has all he owns tied up in his ventures, 
to liquidate for tax purposes many times means distress sales or a business 
weakened by loss of working capital. Since the deceased party is generally also 
the prime mover of the operation, the operation may be set back for a long period 
of time. 

Many taxpayers have merged with large companies so that their business assets 
are converted to securities that may be easily sold when estate taxes become due. 
Others have decided to remain static or curtail their operations so that their 
assets remain more liquid. 

A solution would allow an election to have the taxes payable over a 10-year 
period, and bear interest after 15 months from date of death. The estate assets 
could be held together and not distributed to beneficiaries until the estate tax 
was paid. The interest charge would impel those estates in liquid form to pay 
the tax during the 15-month period. 

Actually, comparatively few estates would use more than 3 years and fewer 
Still more than 5 years. The greatest effect would be to relieve the pressure of 
this short-term liability and allow the most efficient financial planning for the 
business. 


Mr. Lasorpe. Thank you, sir. 

Senator Kucnen. The next witness is Mr. J. O. Ellison. Come 
forward, Mr. Ellison. 

Mr. Exxison. Thank you. 
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STATEMENT OF J. 0. ELLISON, PRESIDENT, HARRON, RICKARD & 
McCONE CO. OF NORTHERN CALIFORNIA, SAN FRANCISCO, CALIF. 


Mr. Exrison. My name is Ellison. I am the president of Harron, 
Rickard & McCone Co., a small business in San Francisco. We are a 
small corporation, employing about 33 people, and we have been in 
business here for quite some time. 

As a matter of fact, we used to have a branch office many years ago 
before the turn of the century in Senator Bible’s State. We had a 
branch office in Virginia City, Nev., and we used to sell some miners 
out there, what was the mining 

Senator Kucuen. Mining isas bad off as small business. 

Mr. Exxison. That was the turn of the century. 

The impact of Federal taxation is, of course, of interest to everyone 
in business and particularly to we who operate small businesses. It 
is, therefore, gratifying to note the interest which our Government 
takes in this problem as evidenced by your committee meetings. This 
affords the opportunity for a grassroots expression from the people 
who are most affected. 

Having read of the work of this committee and other departments 
of Government who have explored the area of Federal taxation on 
small businesses, I think it is safe to assume that there is general agree- 
ment on a need for tax relief in small business, on the simple funda- 
mental that they are not able to plow enough earnings back onto the 
business to permit a healthy growth, and in many cases to weather a 
dip in business. 

Since I am not a specialist in the field of taxation, certainly it is 
not for me to say the manner in which such relief should be accom- 
plished, and therefore I should like to state that I am prepared to 
discuss only one phase of the subject, and that has to do with the 
effect of TD-4422 and several of its amendments, which all have to 
do with Federal taxation on capital equipment, or in simple terms 
with the manner in which the Government allows a business to recover 
its invested capital through the medium of writeoff or depreciation 
schedules. 

I do not consider TD-4422 to be a vicious law conceived by sinister 
minds for the purpose of sabotaging industrial growth in America 
nor to work a hardship on any segment of our economy. 

On the contrary, this law was instituted in 1934 when in the de- 
pression period it became necessary to increase Government revenue 
and it was possibly a very practical approach to the problems of that 
day. 

Certainly there was some merit to the law, and men who are studied 
on tax matters in Government and in industry have found much 
ground for logical argument on either side when they isolated this 
law as something written on a piece of paper and ignored the sec- 
ondary effect it is having on cur Nation at large. 

While the strict use of Bulletin F—the big bugaboo in all of this— 
was abandoned in the 1954 Code, the general treatment by the dis- 
trict directors is still based on the historical approach to depreciation 
allowances as established in Bulletin F. 
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Therefore, while the 1954 Code is definitely an improvement in the 
right direction, it has unfortunately not resulted in uniform treatment 
by the Bureau nor has a pattern of confidence been generated in busi- 
ness to expand under the still confining limitations of this law. 

I recall a situation one time, and maybe you do too, when a certain 
important agricultural crop was being devastated by an insect. The 
Department of Agriculture, in cooperation from private farmers, hur- 
riediy imported a highly specialized bug which ate the insect and 
temporarily eliminated the problem in this particular crop. But, 
unfortunately, the bug then developed a keen appetite for other crops, 
and it took 20 years to eliminate this imported bug and revert to the 
lesser of two evils. I think long-term depreciation parallels this 
incident 

The effect of arbitrary long-term depreciation has served to dis- 
courage or delay and all too frequently prevent modernization of 
industry by private capital. 

I should hke to say that if you who are in Government were told 
that there was some powerful force directed against this —— which 
served to turn our so-called modern pl: ints into the obsolete ¢ tegory 
and blasted small businesses out of existence like ducks in a ani) you 
would be very much alarmed and very responsive to a defense against 
this force. 

And yet, gentlemen, that is exactly the effect that arbitrary long- 
term depreciation is having in America today. 

I hope I do not appear to be overdramatizing the situation, but let 
me tell you a little bit about the vantage from which I have personally 
watched this law and its operation for the past 20 vears. 

I operate a small business in San Francisco, which I mentioned, 
which is devoted to the distribution of machine tools in northern Cali- 
fornia. While I deal with a broad range businesses, large and 
small, the majority of our customers are sm: aD yusinesses employing 
less than 100 people, 

There are about 1,000 of these businesses in our trade, area, and in 
just about every case we deal with the principals and naturally have 
an intimate knowledge of their business problems. 

Being in the machine-tool business, which is in the metalworking 
field, which is a broad industry, as you can appreciate, and one of the 
more important segments of our economy, and it follows that our 
activities are principally in the industrial field, specifically the metal 
working industry. 

This, you can appreciate, embraces a very broad area and covers 
one of the most important segments of our economy. Just about 
every manufacturer conceivable to my mind is dependent in some 
measure upon the use of machine tools and therefore it follows that 
the creation of a new and better way of life in peacetime, as well as 
the creation of materiel for the military, are in part a measure of 
the capabilities of the machine tools on which they are produced. 

Obsolete plant equipment will not long support our present rela- 
tive position internationally. 

Starting with the village blacksmith in the last century, and 
progressing up through the industrial giants as we know them today, 
the basic area of technological improvement in manufacturing was in 
the direction of building machines to substitute for human effort. 
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In short, manbuilt machines to perform work beyond the power of 
his muscles. 

At about the time of World War II, a new era came into being, 
wherein man is now endowing these machiness with a sensory com- 
plex to actually think for him and to substitute not only for human 
effort but for human skill and thought. 

This phase of industry, often referred to as automation, and I 
know you hear about it frequently, and it is still in its infancy, and 
the horizon looks very promising, but not necessarily for small busi- 
ness who generally cannot attract the necessary risk capital under 
present tax laws to participate in this field. 

Up through the late thirties, maybe even more recently than that, 
we in America have enjoyed supremacy among the industrial nations 
on earth, and we could feel content in the knowledge that when 
our backs were to the wall, much as the critical years of World War 
II, we were able to outproduce our enemy. 

Tlowever, there have been some rather alarming shifts in this posi- 
tion, and I wonder if you realize how we look by comparison. Per- 
haps this will give you something to think about. 

At the close of World War IT, the Germans had no machine-tool 
industry, as a result of saturation bombing and repatriation. In the 
year i956, just about 10 years later, we in America employed 87,600 
people all told in the machine-tool industry. Occupied West Ger- 
many and West Berlin employed 86,000. Their curve is going up and 
ours is not. I shall let you guess with me what the figures will be 
in 1967, and who will be hurt in the process. 

In occupied West Germany, capital equipment, like machine tools, 
is largely depreciated at the discretion of the taxpayer. In America, 
it is depreciated in a period not less than 10 years, and in many in- 
stances over a 25-year period. 

In occupied West Germany, and in fact every other industrial 
national in the free world, there is real incentive for risk capital and 
their modernization of capital facilities is going on at a terrific pace. 

In America today, more than one-half of the machine tools in use 
today are more than 10 years old, and are definitely in the class of 
obsolete. 

Now, may I explain more directly this effect as it applies to small 
business, and here is the area where I think business, in general, and 
small business in particular, has failed to apprise the Government of 
their problem. 

The premise on which arbitrary long-term depreciation is based 
is undoubtedly the fact that a given machine has a physical life ex- 
pectancy representing a span from the time it is new until it is 
scrapped, and this has been arbitrarily established by TD-4422 at 
something between 15 and 25 years. 

However, what the law does not take into account is that such a 
machine is of value to its owner only so long as he can market the 
product or services of that machine at a profit. 

Frankly, I do not know of a small-business man anywhere who can 
be assured of continuity in his business over such a projected period of 
time, 15 or 25 years, 
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Some of the factors over which a small-business man in the indus- 
trial field cannot exercise long-range control are: 

1. The market for his products. 

His labor supply. 

3 Availability of all the necessary materials required in his 
business. 

4. The effects of competition on his business. 

5. The availability of all the necessary subcontractors, vendors, and 
suppliers. 

6. Key personnel. 

7. Research for new product development. 

8. Unforeseen breakdown of key equipment. 

I can name many more, but let me name at this time the most im- 
portant factor over w hich he does not have long-range control—and 
that is money. The banker knows all too well about the limitations 
mentioned above, and this is reflected by the fact that in our present 
money market a small business with sound credit can generally ob- 
tain not more than 75 percent financing on a 3-year conditional sales 
contract for the purchase of standard items of capital equipment. 
He can in most cases obtain no money for the deferred payments for 
specialized equipment, such as automated machines. 

The effect in many cases is that small businesses must be content to 
buy the used machinery which has been discarded by Government or 
larger businesses. Unfortunately, the larger businesses have also been 
discouraged in the area of equipment modernization for the past 30 
years, and the entire process is one of creeping obsolescence and de- 
generation of our industrial capacity. 

The mere shifting of a used machine does not necessarily add to the 
industrial might of our Nation. And I think the 1954 code tended to 
reflect that when they failed to give the same writeoff to used equip- 
ment as new, in that they hoped ‘to enc ourage purchase of new equip- 
ment and plant modernization by new capit: al. 

That may have been wrong, but I think that is the basis for it. 

Senator Kucuen. I do, too. 

Mr. Exv.ison. There may be some merit for it. 

I say to you therefore ch: ange the law if you will, and certainly I 
feel that you must, but please bear in mind that aside from possible 
inequities in the sources from which you obtain the necessary revenue 
for Government, please do not lose sight for the need for incentive in 
our economy for the very necessary element of healthy small busi- 
nesses in the industrial field. 

And remember, if you will, that while a machine tool is a sort of a 
goose that lays golden eggs in times of peace and war, we cannot grow 
as an industrial nation using the same old goose for 20 years, when 
all around us in other lands, these geese are being hatched in a much 
more frequent cycle. 

I would recommend the following changes at the earliest possible 
time : 

1. The 1942 edition of bulletin F should be abolished once and for 
all and not reissued, and strip out of the Bureau the concept of that 
thing which has been steeped for 30 years. 

2. I think a simplified maximum should be permitted for depre- 
ciation of capital equipment in a period of 5 to 10 years at the discre- 
tion of the taxpayer. He knows his business and his problem. 
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3. The issue of a new bulletin setting forth a full explanation of the 
new policy and approved practices, so that an orderly and effective 
transition from the past to new policy will result both with the tax- 
payer and the Bureau. ; 

Here is something on the Government side, and I think without it 
we are not going to get anything on the rest. 

4. To avoid any unintended tax benefits on disposition of machines 
or other assets which have been subject to the new depreciation policy, 
you should discontinue the capital gains treatment or privilege on 
such disposition and treat any such profit as ordinary income. 

In so doing, you take out the possibility of any shenanigans as a 
result of it. 

So, gentlemen, this rather sums it up. I know this is a rather un- 
usual field, because the machine-tool industry is small, but if there 
is any information you would want on this subject 1 would be very 
happy to supply it for you. 

Senator Kucuer. Senator Bible? 

Senator Brate. I think it is an excellent statement of the problem, 
and I think as practicing lawyers in advising clients, we run into this 
depreciation of capital equipment. 

I think you have done an excellent job, not only describing the 
problem, but in suggesting some means of solving it. 

Thank you, Senator. 

Senator Kucuen. I think it is excellent, and I think it is well 
worthy of consideration by our committee. I know it is a fine presen- 
tation of it. 

Mr. Sruuts. Incidentally, this is not a new problem. 

Mr. Ellison, back in 1952 when we held our previous tax hearings, 
we had a Mr. McDonald from Warner & Swasey. 

Mr. Extison. I know him very well. I represent his company. 

Mr. Srutts. He did a wonderful job in making such a presentation 
before this committee, and at that time this committee took a stand 
that a much more liberalized depreciation policy must be instituted 
if all businesses—but particularly we were interested in small busi- 
ness—were enabled to get efficient enough so that they could stay in 
business, and we have been aware of it. 

We got something in the 1954, and we are hoping to get more in the 
1958 revision of the code. 

Mr. Erickson. I think it should be added right there that the 1954 
Code did involve exactly this thing, and many people thought the 
provisions in the 1954 Code were going to take care of this problem. 

But the regulations which followed, which were issued after this, 
cut the heart out of many of the new provisions enacted by the Con- 
gress in the 1954 Code. And some people feel the failure to extend 
the used equipment provision failed to carry the burden. 

Mr. Exuison. May I interject thiscomment? It is in the hope of en- 
lightening knowledge about machine tools. It is such a pitifully 
small industry. In 1954, it did less in volume than the saltine cracker 
industry. 

General Knudsen, in World War IT, made the flat statement that 
critical machine tools were the most single critical item. I am not 
overdramatizing it. But I say, being a small industry, we are prob- 
ably not big enough to apprise Government and industry of our prob- 








I86 TAX PROBLEMS OF SMALL BUSINESS 


lem, but we are in a sensitive area, watching America become a second- 
rate industrial nation. 

Now, in Brazil, there is a lathe plant. A lathe is a standard thing. 
You are familiar with what one of those things will do. They have 
got a plant down there, and they are expanding it now. Next spring 
that plant is going into production, producing more lathes than in 
America. 

If I said Russia, that would not be surprising. But this is Brazil. 

We probably are not big enough to know the solution of our own 
problems, but there is a need in America to get with it on industrial 
erowth through private enterprise. And your machine tools, which 
are largely ow vned by the Government and have been built since 1940, 
are getting very tired, and by comparison we do not look so good. It 
is very alarming 

Senator Riera. Are you competitive with the German machine 
tools? 

Mr. Exvxiison. We are very competitive with the German machine 
tools. They have taken away our foreign markets. I, as an indi- 
vidual, have never been actively engaged in export. That has gen- 
erally been done by the builders. We only have had a limited amount 
of it. 

I can tell you that the export of machine tools in this country 
reached approaching 40 percent. Right at the moment, they are 
zig ire ing under 5. The Germans largely have taken it away from 

, because they can sell it cheaper. 

"Se nator Brste. They are not competitive when they sell it cheaper; 
are they ? 

Mr. Exxison. I am sorry, I misunderstood you. I thought—did 
you say, did we compete with them ? 

Senator Bistz. No. LI asked you whether you are competitive with 
the German machine tools. He can undersell you ? 

Mr. Exxitson. He can undersell us. 

Senator Bisite. By how much ? 

Mr, Ex.ison. He runs a riproaring 30 cents on the dollar of our 
price, proba ably sells it on the foreign market. We are about 214 times 
the price of his machine. We think ours is a little better. He is not 
only doing that, taking away our market, and I do not mean to pose 
this as a problem for small business, they are able to sell in his own 
country against us. And right here in California he is giving us a 
run for it. It has not run bad, but in 5 years it will be bad. 

Senator Bree. Tax relief in the paper you present is only a part 
answer to this overall problem. 

Mr. Exuison. If you could encourage people to buy American ma- 
chine tools, you could encour: ge indus try. We havea falling curve, 
again. We have one advantage over the Russians in machine tools. 

Senator Brie. Over who? 

Mr. Exxison. The Russians, and many Europeans. And this is the 
reverse of what we were talking about. 

In America when you are making a guided missile, for example, 
Aerojet does not make that: they are. de ‘pendent on small oe 
When you get stuck and need a particular item, there is somebody i 
Georgia making that. 
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Over there, they like to put that under one plant and one control, 
and we can lick them, so we have to have this small-business guy, this 
guy can make a pump and handle these subcontracts. 

You are pushing him down and making it so obsolete, he is not going 
to be so valuable after all. 

I think I am extending the time. 

Mr. Sruxrs. I think—one more question, Mr. Ellison. 

I nee you thought of this. Would there be any long-term loss 
of revenue by allowing this provision of more liber alized lepreciation 4 

Mr. Exitson. May I borrow the opinion of people like McDonald 
that you have spoken to and other people who are more familiar with 
it, wherein they say “No, it will not be.” At worst, there will be a 
shifting of revenue from one period to another. 

if it has the secondary effect, we hope to stimulate small business, 
the Government would gain. It is my honest opinion it would not 
lose. They may defer it. 

Mr. Srvuurs. At worse, a deferral for several years until the busi- 
nessman would have to pay more because he had less of a depreciation 
allowance ¢ 

Mr. Euutson. Right. And you must watch that capital gains privi- 
lege. You cannot extend that. Give the fellow a fast writeoff that 
will help balance it off, and maybe turn it around. Probably you 
will get more money, starting probably in a 5-year cycle from the 
period of new depreciation you instituted. 

Senator Kucuen. At any rate, you would be modernizing an indus- 
trial machine all across the country which tax laws had played a part 
in holding down. 

Mr. Exviison. Right. And it is having a bad effect, beyond just the 
inequities of where you get taxes, secondary. 

Senator Kucien, Thank you very much, sil 

Mr. Exuison. Thank you, sn 

Senator Kucnent. The next witness is Prof. Milo Whitney Smith 
of the University of California. 

All right, sir. proceed. 


STATEMENT CF MILO WHITNEY SMITH, ASSISTANT PROFESSOR, 
SCHOOL OF BUSINESS ADMINISTRATION, UNIVERSITY OF CALI- 
FORNIA, BERKELEY, CALIF. 


Mr. Smiru. I am an assistant professor in the school of business 
administration, Berkeley campus, where I conduct a graduate seminar 
on income-tax procedure; and [I am also a tax practitioner as an 
ittorney, and also associated with a CPA firm. 

[ama graduate of the University of Iowa, both in law and eco- 
nomics, and I was told it would be politic to state that [ was a graduate 
of a high school called Sleepy Eye High School in Minnesota. 

Senator Kucuen. You can sure say that. 

Senator Bipte. You can sure pass that on. 

Senator Kucnen. You will ring a bell with my absent brother. 
But my wife comes from Sleepy Eye. 

( Discussion off the record.) 
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Mr. Smiru. I might say at the outset, of course I do not know the 
magic solution to the problem of tax relief for small business, I do not 
pretend to. 

I merely wish to direct the committee’s attention to a couple of ideas, 
one which might be termed a positive idea and another which might be 
termed, perhaps, a negative idea, and I did not prepare a formal 
statement. I merely am speaking from an outline. 

Senator Kucuet. Should this not go into the record, however, Pro- 
fessor Smith, in addition to your own oral comments ? 

Mr. Smrrn. It certainly may. 

Senator Kucuen. It will go in, then, ¢ ompletely. (See p. 291.) 

Mr. Surru. First of all, the committee is interested, I believe, in 
ascertaining to what extent the impact of Federal taxation is different 
in the case of a small business and in the case of a large business, and 
I am particularly concerned with the Federal estate taxes, because 
it seems to me that in most small businesses they are closely held, 
whethet they are corporations—obviously they are more closely held 
if they are partnerships or proprietorships—and a small business is 
often the principal asset of the estate. 

The estate taxes generally, as you know, are due 15 months after 
death. This generally ¢ causes a direct withdrawal—or does in many 

cases cause—a direct withdrawal of capital from a small business. 
And this is quite a different problem from that faced by a large 
business. 

If a particular taxpayer has stockholdings in General Motors, for 
example, certainly General Motors is not going to suffer any with- 
drawal of capital upon his death. There may be a shifting of the 
ownership equity from one person to another, but no direct with- 
drawal of capital. 

The smal] Se riane: however, is generally hit to actually put up the 

capital that is necessary to pay off the est ate taxes, and Congress has 
recognized the problem in part by permitting the invastion of cor- 
por ate sur plus to the extent necessary to pay these costs. 

But again, we still have the withdrawal of capital from the small- 
business enterprise, so this is only a partial solution. This assumes, 
I believe, that there will be excess surplus in the business, which 
is just not necessarily so. 

Therefore, I would enthusiastically endorse, as have many of the 
witnesses, some sort of an installment payment provision for estate 
taxes. 

I realize that the present Internal Revenue Code in section 6161 
(a) (2) permit the district director or the Commissioner of Internal 
Revenue to defer payment of taxes over a 10-year period, but I believe 
this provision is little used, and the right to ‘the taxp: ayer to use such 
a provision should be more specifically spelled out in the Internal 
Revenue Code. 

The second major point is perhaps a negative one. I would like 
to generally suggest that there may be some dangers inherent merely 
in low ering the corporate normal tax and/or inc reasing the corpor ate 
surtax exemption. 

These provisions of these proposals, if adopted, just as they sit, 
without any accompanying proposals would, as far as I am concerned, 
not do the job fully of stimulating small business, and may indeed 
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benefit many classes of taxpayers that this committee perhaps would 
not be anxious to benefit. 

The small corporation is not necessarily typical of a small business. 
A lot of them, a lot of small businesses, are, of course, not corporations, 
as you know. 

Furthermore, lots of small corporations are merely parts of a 
larger business enterprise. One of my clients, for ex: ample, is a 
holding company which has 50 operating subsidiaries. This, to my 
mind, is a fairly large business. But ‘if you simply reduced the 
normal tax from 30 to 20 percent, for example, you would be benefiting 
this large business. 

Maybe we should have overall tax relief, but what I am saying is 
simply that merely reducing the normal tax rate would not necessarily 
encourage just small business. It would give relief to other types 
of businesses which w ould happen to be organized as multiple entities. 

I do a lot of work in this area. I would be tickled to death, as a 
practioner, certainly, to see any corporation taxes reduced and find 
corporate practice stimulated by the tax laws. 

But as a professor, I certainly believe we have got to be very care- 
ful and make sure that we do not give indiscriminate tax relief which 
may benefit merely certain segments of the economy without benefit- 
ing those businesses that we wish to stimulate. 

Mr. Srutrs. May I ask just one question, Mr. Chairman. 

I wonder if the witness in another field would be willing to outlaw 
the use of automobiles merely because lots of people misuse them and 
kill folks? I ask that question somewhat facetiously, but I wonder 
if the possibility of abuse is sufficient to oppose necessary relief for 
small-business taxes. 

Mr. Smiru. Well, I could say simply this: I am opposed to the pro- 
vision, to a provision as we have been discussing, that would be in- 
discriminate. I am not necessarily opposed to overall tax relief; but 
to give a certain type of tax relief on the theory that it will help 
small business, I think we have got to see that it really does just that, 
or at least does mostly that. 

Mr. Sruvrs. Well, I think this committee would be in favor of tax 
legislation not discriminating against any business, but helping all 
businesses, perhaps most the small businesses. 

Have you given any thought or do you later in your statement give 
us some ideas how we can et rid of these abuses?’ I know Secret: ary 
of the Treasury Humphrey: and several members of the Senate Finance 
Committee this past spring rejected any idea of tax relief on this very 
point, saying contractors who build houses set up a new corporation 
for every 2 or 3 houses they build. Everybody who drills for oil or 
gas goes in as a separate corporation on each hole. 

It seems to me, however, that merely citing abuses of a law which 
is presently on the books is not enough ‘of a reason to oppose tax relief 
which certainly every witness has given us clear indication of being 
necessary. 

Mr. Suiru. Well, no. I perhaps am not making myself clear. I 
do not oppose general tax relief per se, but I think if you are going 
to do no more than reduce the normal tax, for example, that then you 
need supplementary provisions which will more or less restrict the 
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relief to substantially the sort of tax inequities that you want to 
discourage. 

I imagine that if tied into a provision of that sort, reducing the 
tax rates, there could be provisions which would assure that the relief 
is really only given to the small business—for example, you might 
define an affiliated group and make them ineligible for such relief. 

Mr. Stutts. Make them file combined, consolidated returns. 

Mr. Smiru. Right, or something of that sort. 

What I am saying is that merely to reduce the rate will not fully 
do the job. 

M. Sruutrs. What you are saying is, in addition to helping small 
business it would also help some that are not small. 

Mr. Smirn. Right. And of course it does not help all small busi- 
ness, because all small business is not incorporated. So there may have 
to be relief on the individual income tax level to take care of those 
businesses which are operated as proprietorships and as partnerships. 

I guess I have already said most of what is included in the rest 
of the outline, in the discussion, and I am probably running over my 
time. 

Senator Kucuen. Are there any questions, Senator Bible / 

Senator Brete. I have none, thank you. 

Mr. Srutts. Point C on page 3, Professor, says: 

Use of corporate form may give the small business a competitive advantage 
over larger businesses, even under present law. (See p. 292.) 

You are saying that for those businesses with income of less than 
325,000, or do you have some other point in mind ¢ 

Mr. Smirn. The point I had in mind was that a closely held cor- 
poration is generally not under any particular compulsi ion to declare 
dividends, whereas a |: arger business generally must declare dividends 
and look out for its stockholders, so that the entire earnings of the 
corporation after income taxes is generally available for corporate 
expansion. 

Mr. Srurrs. Conversely, for the very same reasons, those very 
closely held corporations cannot go to the securities market, so that the 
only reason the larger business has to pay dividends is so that it car 
attract capital on the securities market in the open market. 

So it ipso facto has a source of capital available in the securities 


market. 
The closely held company cannot go to the securities market, so it 
must—— 


Mr. Suirn. Right. 

Mr. Stunts. So, therefore, we may come out even. 

Mr. SmirnH. You may. This, of course, is merely directed to the 
tax implications. 

Mr. Stutts. Yes. 

Senator Kucuen. Thank you very much, Professor Smith. ‘These 
are helpful comments. 





TAX PROBLEMS OF SMALL BUSINESS 291 


(The outline of testimony of Mr. Smith follows:) 


OUTLINE OF PROPOSED TESTIMONY OF MILO WHITNEY SMITH, RE IMPACT OF FEDERAL 
TAXATION ON SMALL BUSINESS 


General.—The witness would like to emphasize and direct his testimony toward 
two major points: 

I. The impact of Federal estate taxes on small business as presenting a 
distinet problem different from the situation arising with respect to a large 
business. Witness will endorse an estate tax installment payment provision. 

ll. Dangers inherent in lowering the corporate normal tax and/or in- 
creasing surtax exemption. Witness will oppose these proposals as increas- 
ing the possibilities of tax avoidance through corporate manipulations and 
use of multiple entities. 

I. Impact of Federal estate taxes on the small business. 

A. Why effect is different in case of small business as compared to large 
business. 

1. Small business typically closely held; large business widely held. 

2. Small business often principal estate assets, 

3. Ownership interests in small business often more or less unmarket- 
able; usually marketable in case of large business. 

4. Small businesses often sold at sacrifice or abandoned upon death of 
principal owner ; large-business capital unaffected. 

B. Examples of congressional recognition of problem and inadequacy of 
solution. 

1. Internal Revenue Code of 1954 permits invasion of corporate sur- 
plus to meet death costs. 

2. Provision does not give relief where corporation has no idle funds 
to redeem stock. 

3. In any event, causes a direct withdrawal of capital, often weakens 
financial structure, and discourages growth. 

C. Suggestions for relief. 

1. Installment payment of estate taxes. 

(a) Present provision ineffective. 
Il. Dangers inherent in lowering corporate normal tax or increasing surtax 
exemption. 

A. The small corporation is not necessarily a small-business enterprise; 
may be only a portion of a large business. 

1. Widespread rise of multiple-entity business structures by com- 
paratively large business enterprises, primarily for tax-avoidance 
reasons. 

(a) Example from experience of witness: Holding company with 
50 operating subsidiaries, each earning $20,000 to $30,000 before 
tuxes, growing at a rate of 3 to 5 new subsidiaries per month. 

(b) Other examples of horizontal integration, 

2. Classification of the business as “small” or “large” must take into 
consideration not only corporate profits but compensation to stockholder- 
officers, 

(@) Business income split. 
B. The small corporation is frequently used as a tax-avoidance device by 
high-bracket individuals, 
1. Frequently, the small corporation serves no useful business purpose ; 
not a legitimate small business to be encouraged. 
(a) Corporations merely holding title to property. 
(b) Corporations holding partnership interests, in violation of 
spirit of personal holding company provisions. 


» 


2. Present normal-tax rate and surtax exemption encourage use of 
corporate form when business income reaches only comparatively 
modest levels, 
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C. Use of corporate form may give the small business a competitive ad- 
vantage over larger businesses, even under present law. 
1. Closely held corporation ordinarily not under pressure to dissipate 
working capital via dividends. 
(a) Owners frequently receive personal reward through compen- 
sation for service. 
(b) Entire after-tax income frequently retained in business and 
used for expansion. 
2. Corporate profits often not subject to double tax. 
(a) No dividends. 
(b) Step-up in basis of stock on death. 
D. Indiscriminate lowering of normal tax or raising of surtax exemption 
will only encourage tax-avoidance manipulations described. 
III. Comments regarding other tax-relief suggestions (if time permits). 
A. Permit partnerships and proprietorships to be taxed as corporations. 
1. Present code provision is section 1361. 
2. Witness does not favor further expansion of provision because of 
awkward status of such a business. 
B. Permit use of accelerated-depreciation provisions for used property. 
1. Since overliberal depreciation encourages manipulations solely for 
purpose of converting ordinary income into capital gains under section 
1231, witness does not favor unless accompanied with recapture pro- 
vision, treating gain on disposition of asset as ordinary income. 
C. Deduction for contribution to self-retirement funds. 
1. Witness has no objection, but doubts that provision would have any 
measurable effect on the business economy. 
Senator Kucuex. Mr. John E. Sullivan, of the District Merchants 


Associations of San Francisco. 
Mr. Sullivan ? 


STATEMENT OF JOHN E. SULLIVAN, GENERAL COUNSEL, SAN FRAN- 
CISCO COUNCIL OF DISTRICT MERCHANTS ASSOCIATIONS, SAN 
FRANCISCO, CALIF. 


Mr. Suuiivan. My name is John E. Sullivan. I am an attorney 
here in San Francisco. For a little background of the source of this 
statement, upon being requested to consider this matter and to make 
a presentation, the various members were contacted through their 
presidents, and then they in turn gathered information which was 
funneled in, and it was the job of other fellows and myself to boil 
it down and make a presentation. So that is the source of the 
suggestions and the ideas. 

Senator Brste. What is your association? I mean would you 
describe its makeup? 

Mr. Sutuivan. It is a 6-year-old organization now. There are 
approximately 21 neighborhood shopping centers in San Francisco, 
as opposed to ‘and in contradistinction to the downtown area, and they 
range in size from the largest, which would be the Mission district 
out here, which is a rather lengthy shopping area in the neighborhood, 
to some very small ones which are only 2 or 3 blocks in length, but 
they are commercial, retail-shopping centers. 

Senator Brete. I presume you have some of that down here. 

Mr. Sruurs. Each one of these neighborhood centers may have 10 
to 100 retailers, would you say ? 

Mr. Sutiivan. That is correct. Well, none of them are as low at 10. 
I would say possibly 50 would be the minimum number of stores or 
retailers involved. 
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Mr. Struurs. So that the district merchants associations does repre- 
sent a large number of retailers in the area. 

Mr. Sutuivan. We figure, from our records, that there are approxi- 
mately 3,000 individual retailers in these 21 different districts 
enc ompassed i in this council. 

Gentlemen, in the interest of clarity of purpose and presentation, 
I feel that the term “small business” should be spelled out first. 
Under the Small Business Act of 1953, small business is defined as a 
concern which is “independently owned and operated and not 
dominant in its field of operation.” 

I appear before you representing the San Francisco Council of 
District Merchants ‘Associations, a group composed of 21 neighbor- 
hood business centers in San Francisco. The membership consists of 
retailers—the butcher, the baker, the shoemaker, the grocer, the 
druggist, and others rendering service and providing goods to the 
general public. 

These individuals own their own shops or business or operate under 
a small partnership arrangement, possibly 2 or 3 partners. To us, 
this is truly the small-business man as spelled out in the act, rather 
than the corporation with 50, 100, or more employees. 

Second, the act states as its purpose and policy— 
that the Government should aid, counsel, assist, and protect, insofar as is pos- 


sible, the interests of small-business concerns in order to preserve free com- 
petitive enterprise * * * and to maintain and strengthen the overall economy 


of the Nation. 

The importance of this policy is reflected in the fact that of the 
56 million income-tax returns filed in 1954, 96 percent showed incomes 
of less than $10,000 adjusted gross income, and 74 percent showed less 
than $5,000 adjusted gross income, while only 4 percent showed ad- 
justed gross income of $10, 000 or more. 

Obviously, anything done to alleviate the condition of the bulk of 
the taxpayers will reflect beneficially on the national economy. 

How can assistance be rendered to the truly small-business man ? 
In line with the scope of the hearing, we suggest the following changes 
in the present tax situation : 


1. OVERALL RATE REDUCTION 


I am assuming, of course, you gentlemen are aware there certainly 
has to be a certain amount of income, but if an overall rate reduction 
were possible, that would be a better solution, it would be beneficial to 
all the people. 

An over-all reduction would release many dollars to the general 
buying public and to the customers of the small-business man in par- 
ticular. The extra volume, together with his personal tax reduction, 
would allow the small-business man to conduct his business on a more 
competitive basis, the public would benefit by more service and better 
merchandise, the Government by increased gross incomes. 

Truly such a move , reflecting decreased Government spending, 
would assist the small-business man and preserve the free competitive 
enterprise system. Decrease of the sponge-like effect of taxes would 
allow him to operate his business properly. 
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2. SPECIAL TAX RELIEF FOR SMALL BUSINESS 


(a) Allow the family of a deceased sole owner or partner to pay 
estate taxes over a period of years in installments. Too often, with 
all available cash invested in the business, the payment of these taxes, 
under the present arrangement, forces liquidation of assets with a 
resultant loss to the seller, hardship on the taxpayer, even to complete 
loss of income and property, with the result the taxpayer may wind 
up a recipient of Government aid and assistance from a welfare 
agency. 

The taxpayer, the Government and the economy, both national and 
local, suffer unnecessarily. Realizing this, the small-business man is 
reluctant to invest in the future of our country, by way of frozen assets. 
He recognizes the danger to his business and his family. 

Aside from that, I think that is one of the reasons the small-business 
man looks to us from our position. As he is likely to own his own 
store, or things of that sort, if at the time of his death it ties up his 
capital, there is not alw: ays a complete loss but a rather heavy loss. 

(6) Direct credit for expense incurred in keeping records required 
by agencies of Government. 

Our small-business man successfully operated his business and the 
accounting directly required by it for years. Small business was a 
vital cog in our business economy. 

Then the parade started. Keep records for withholding tax, 
social security tax, excise tax, and all the State and local taxes. The 
small-business man found he had acquired a silent, demanding, but 
noncontributing partner—Government. 

To keep the multiple records and satisfy his partner, a bookkeeper 
or accountant became a necessity. This involved needless extra 
expense to whittle away at the margin of profit available to him. 

In the matter of excise taxes, could not the procedure be simplified 
by having the manufacturer collect this? It would, at the same time, 
relieve the small-business man of the time and cost involved in book- 
keeping, and also protect him from the continuing objections and 
protests of the buying public who find it hard to accept the classifica 
tion of some items as properly taxable in this way. 

That is somewhat of a sore spot with really your smaller retailer, 
because Mrs. Jones or Mrs. Smith comes in and she cannot understand 
why the dollar-and-a-half bar of luxury soap is not taxed, whereas 
Johnny’s little two-bit wallet she wants to give him for his birthday 
is taxed. 

If the manufacturer collected it, why, the Government would prob- 
ably be able to have a more eflicient job done in that respect, and 
possibly secure more income. 

(c) Direct credit for personal property or inventory taxes paid to 
local or State government. 

This one step would be the greatest boom of all to the truly small- 
business man. Often this tax is equivalent to several months actual 
net income. If necessary, possibly the full amount could not be 
allowed, but a sufficiently high percentage to ease the squeeze on the 
businessman. 

I think possibly Senator Kuchel is very much aware of our situation 
here in California, and the inventory or personal property tax on the 
first Monday in March hits the retailer very hard; the clothing store 
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and appliance store, like that, they have to carry large inventories if 
they are to compete at all, and they really get whacked. 

Larger retailers can maneuver shipments to get away from it, but 
the small retailer cannot do it. 

(7) Allow credit for additional investment during the taxable 
year. 

The sole owner or small partnership, not having the advantage of 
setting up a reserve from the year’s income to accomplish expansion, 
obtain volume discounts, or increase his inventor y, is at a definite dis- 
advantage with big business. He cannot offset the lean with the good 
years. His only source of financial assistance is a lending agency. 

But this is no real help, because discrimination is made here, also. 
Big business receives prime or preferred treatment, while the small- 
business man must pay premium rates, if he can get it at all. 

(e) Respect the exemptions set up by State law to protect the small 
man; for example, homestead, tools, automobiles, and so on. 

It is not incongrous that the States recognize the plight of an indi- 
vidual who encounters financial distress by giving sufficient protection 
to keep him from becoming a pauper, while not destroying the right 
of the creditor; still the Federal t: xing authorities do not respect these 
exemptions. In other words, the tax ‘Tien has definitely the priority, 
and the exemption, such as a homestead, that means nothing to the 
Federal taxing authorities. 

Often a small-business man may find himself in serious debt. Not 
having the assets, personal and otherwise, to compromise his obliga- 
tions, he must go under, except for the protection given him by statu- 
tory exemptions. 

But these are all secondary to the lien for income taxes and others. 
No amelioration is possible—the man is stripped of his business and 
his personal property. He is left to drift and shift as best he can— 
a drag on society instead of a positive contributor to the general wel- 
fare and economy. 

(f) Allow credit for time spent in the business by a sole proprietor 
partner. 

A corporation is allowed to treat the compensation or salary of an 
employee, officer, or director as a business expense. Yet the sole pro- 
prietor or partner engaged in a similar business on a small scale is 
allowed no credit for the hours needed to operate the business. 

In the one instance, the hours worked and the compensation therefor 
are a business expense, while in the other they are not recognized 
as such, thus unfairly increasing the tax base of the “independent 
owner and operator.’ 

A good example of that is keeping all of these books and records. 
The sole operator, in a small retail operation, the bookkeeping—he 

cannot afford a bookkeeper in some instances—and it has to be done 
at night or at home on his own time, or they drag some member of the 
fs umily into the picture. 

Volumes have been written detailing the place of small business in 
our economy. Unfortunately, the action to assist it has not kept 
pace. The big get bigger, and the small get squeezed out. Witness 
the numerous mergers in the last few years 

Even here, the tax carryover factors available to big business 
operate to further iatanah that vanishing American, “the small- 
business man. 
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Without the tax advantages available to big business, the margin 
of profit steadily dwindles each year for small business, while it grows 
for big business. 

The goose that has proverbially laid the American golden egg has 
been the ability of the individual to produce for a profit, extract his 
living and save a portion of his profit for expansion or further 
investment. 

The extent to which taxes decrease this remaining profit above 
living expenses is the exact measure of the potential wealth and future 
strength of our country. 

Taxation is a cost of doing business, and tax relief in the form of 
special relief for small business will enable it to compete more suc- 
cessfully and with brighter prospects for profits. 

To reverse the trend, we earnestly suggest that you consider our 
proposals to help the truly small- business man withstand the annihi- 
lating impact of Federal taxation. He is an integral part of our 
way of life—his survival is essential to the ov eral economy of the 
Nation. 

Senator Kucner. Thank you, Mr. Sullivan. 

Any question, Senator Bible? 

Senator Brsie. No questions, Senator. I think it was a very good 
statement. 

Mr. Suutiivan. Thank you. 

Senator Kucnet. This is a good paper, Mr. Sullivan. You raise 
some problems of those that are essentially small business. 

The other day we had a fellow appear before our committee whose 
business ran into a considerable amount of money a year, but he 
contended, I guess with some logic, that since the competitors in the 
field were so much greater than his operation, that he was small 
business as compared with them. 

You are talking about the people who usually do not come to these 
meetings. You are talking about the grocer out in the Marina area, 
maybe, and the jewelry store down here someplace in a new 
development. 

This is a relatively minor point, but let me ask the counsel, Mr. 
Erickson, in a tax lien, does the Government actually have the right 
to come out and take the shirt off a fellow’s back ? 

Mr. Erickson. Yes. 

Senator Kucuen. It has been suggested that the homestead laws in 
the several States are different. I think ours are enlightened. 
Apparently in some States if you own Sam Simeon, I could not go 
down there and take it away from you if you owed me money, under 
the homestead laws in some States. 

Mr. Suniivan. Yes. 

Senator Kucuen. But it is the first time I was ever made acquainted 
with that problem. Certainly an artisan in business ought to receive, 
it seems to me, some protection. 

Thank you very much. 

Mr. Sutxivan. Thank you, Senator. 

Senator Kucue.. The next witness is Mr. Andrew C. McLaughlin, 
of the Andrew C. McLaughlin Co. 

Come forward, sir. 
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STATEMENT OF ANDREW C. McLAUGHLIN, ANDREW C. 
McLAUGHLIN C0., SAN FRANCISCO, CALIF. 


Mr. McLavGuuin. Yes, sir. 

Senator Kucnen,. Mr. McLaughlin? 

Mr. McLaueuutin. Yes, sir. 

Senator Kucuer. Proceed. 

Mr. McLaventuin. Well, as I qualify in my paper, I am not an ex- 
pert on taxes, but rather in practical small business. 

Senator Kucuen. You are in good company on the first part of 
your statement. 

Mr. McLaveuurn. I am talking more about the small business that 
possibly is 10 to 50 employees, something along that line. 

Actually, small business has less personnel problems and more of 
the unusual or unique nature than have the large corporations. For 
instance, in our case we have been—and still may be in the future— 
seriously shaken or disturbed by what I imagine is necessary govern- 
mental and military purchasing of our prime raw materials. 

In this limited market, havoc is rampant with the price structure. 
Increases in price of 50 to 100 percent are not unknown. However, 
this action does have the beneficial result of placing American dollars 
in the possession of friendly foreign countries, because the prices for 
their goods go up accordingly. 

Another complex problem facing my small business from time to 
time is the advent of the very large corporations into our small field 
of activity. I should explain we are manufacturers of bed pillows 
and processors of feathers and importers of feathers. 

Examples are the foam rubber pillow, and the synthetic fiber such 
as acrilan and dacron and others used to fill an alleged nonallergic 
pillow. These giants are with us as suppliers with a monopoly on 
their product in the case of synthetic fibers, and vast sums are spent 
on national advertising. 

We, of course, must do business with them and, unfortunately, on 
their terms only. Our financial and bookkeeping methods must be 
changed overnight. If you are not ready for it, it can be most 
embarrassing. 

The Goliaths last for only a few years of good, tough small-business 
competition but, unfortunately, they leave a few corpses behind. But 
this leads us more specifically to taxes. 

One criticism that both accounting departments of large corpora- 
tions and also banks direct to small business’ plea for added funds is 
“vet more equity capital.” In this connection, some of the banks 
seem to be shortsighted. They will set a figure that they say is ade- 
quate equity capital, but when tight money becomes a factor, they 
may raise the ante. 

This, I am told, is fairly common among small businesses. If the 
bank would have a broader viewpoint, they could help eliminate one 
of the things they seem to dread, governmental interference in busi- 
ness. However, there are ways, by using a tax change, that additional 
equity capital could be more easily brought into small business. 

One, by taking the first $100,000 on earnings and taxing it at 20 per- 
cent rather than the current 30 percent tax on earnings up to $25,000. 
This would be a progressive help all the way up to $100,000. 
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Part of the tax loss, if any, resulting could be made up by reductions 
brought about by the current congressional and administrative moves 
in W rashington towards curtailment of governmental expense. 

If each division of business will shoulder its responsibility, costly 
governmental agencies, now acting as crutches for small business, 
could rather become an active agency cooperating with business to 
bring about a healthier economic attitude. Thereby, politics could 
more properly act in a supervisory capacity, where it belongs, and 
still be of great help to business. 

Another important step that could be taken, taxwise, which will 
interest equity capital, would be to permit individuals who are willing 
to back small corporations to deduct as an ordinary loss up to $50,000 
of the amount of money invested through the purchase of stock i 
small business. 

The classification of what is small business could be set in the tax 
laws. Possibly, if the small corporation is given the option, for tax 
purposes, of being treated similar to a sole proprietorship or partner- 
ship, which would be logical since the question of legal liability for 
debts used under the corporate setup is not truly a tax problem, an 
inequity would be eliminated. 

This limitation would not have to be directed to small business alone 
and, if practical, an application of balance between prolits and losses 
of an individual could still, in effect, be followed. 

But the enterprising individual, who wishes to put his efforts and 
money into such a venture, would not be penalized by being limited 
to $1,000 per year or a deductible item from his ordinary income. 

It would then logically follow that the subject of executive com- 
pensation or pensions should, under the tax laws, be treated similarly 
for sole proprietorship, partnership or corporations. 

No substantial gain can be made at first in this line, but a step in 
i, dealing could result from such action in tax relief. Currently, 

he large corporation finds no difficulty in laying aside funds for later 
lama to an executive. This is a technical tax problem that should 
be considered by a very well qualified tax committee, trying, con- 
structively, to solve the problems of small business in equity and not 
as a special interest. 

Lastly, I would recommend that the entire tax structure be siim- 
plified so that business who cannot afford highly trained technicians 
to handle their tax problems would not find this necessary ; nor should 
decision be subject to tax consideration. 

We are opposed to a graduated tax similar to the individual income 
tax, and advocate only the step basis mentioned above. But then 
only if all corporate taxes are limited to a 50 percent of earning 
maximum. No corporation should be taxed more than this in 
ai etime. 

I do think it would be a most grave error to effect any special 
interest help to small business and, for the most part, the recom- 
mendations made herein apply to the betterment of business in general, 
and not to small business alone. 

Should we, in the small business field, invite Government inter- 
vention into our problems to a greater degree, we could well end up 
being in the same unsought- for position of the small farmer who, 
from what we hear, has had entirely too many experiments tried out 
on him. 
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Possibly to let the law of supply and demand predominate brings 
about unnecessary hardships; but to completely control this law may 
be a fatal blow to a sound democratic business atmosphere. 

We must be careful to select changes that are fair to all and not 
too numerous. ‘To keep small business safe from political expediency 
will take some mighty wise tax drafting, requiring long-range states- 
ms inship, to effec tively i improve this most import: int domestic ‘problem. 

Senator Kucnen. Thank you, sir. 

Any questions, Senator Bible? 

Senator Binre. Nothing. It is a very fine statement. Thank you, 
Mr. Chairman. 

Senator Kucnuen. Let me just ask you, how do you define “small 
business,” Mr. McLaughlin? What do you think it is? 

Mr. McLaveunin. I think it is a very difficult thing to define, but 
I don’t think that it necessarily is the amount of the sales, nor is it 
necessarily the amount of the people employed, but both could be 
the basis for setting it. 

Senator KucnenL. Somebody suggested that net worth would be a 
pretty good criterion. 

Mr. McLavenuin,. It could be an added one. I think there should 
be a distinct formula. I do not think it should be set on any one 
formula. Ido not believe that a corporation with over 500 employees 
is small business. 

Senator Kucnen. I do not, either. I do not know whether one with 
500 employees is a small business. 

Mr. McLaveuiin. I am not so sure it is, either. But somewhat 
in that, not too far from that figure, is the definition of small business. 

Senator Kucuen. Thank you very much, sir. 

Mr. McLaveutrn, Thank you. 

Senator Kucuen. The next witness is Mr. L. D. Roulund, General 
Grinding, Ine., Oakland, Calif. 


STATEMENT OF L. D. ROULUND, PRESIDENT, GENERAL GRINDING, 
INC., OAKLAND, CALIF. 


Mr. Rovutunp. I do not have a long prepared statement. I was 
told that this would be a little informal, and we would just discuss 
our problems. What I did prepare principally, though, was a few 
thoughts about our major problems that are facing us right now, 
taxwise, 

Senator Kucuen. Give us a sentence or two on your business, how 
many people you employ, and how long you have been in business. 

Mr. Routcnp. Our business is similar to a machine shop, specialized. 
We do grinding on a job-shop basis. We have approximately 30 em- 
ployees, and we have been in business for 15 years. And I would rate 
us small business, very definitely. 

This definition of what is small business is sort of like “How high 
is up, or where do you stop?” and so forth. 

We feel that one of the most important items of our problems is 
that small businesses—I am talking now more about machinery 
rather than the average, I am trying to present our problems as they 
would fit into the overall pic ture, and not just a personal gripe at all. 

Senator Kucren. Yes, sir. 
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Mr. Rovutunp. In many cases, we can buy good used machinery 
instead of having to buy new machinery, which is our biggest prob- 
lem, which is investment in machinery. But in order to get acceler- 
ated rates on depreciation, you need to buy new machinery. In other 
words, you cannot utilize the accelerated depreciation rates in buying 
good used machinery. 

Senator Kucue.. And you recommend that the law be changed ¢ 

Mr. Rovutunp. We think it would be good for us to use accelerated 
depreciation, even on used machinery. 

Senator KucHe.. So does the committee; so does the President’s 
Cabinet Committee on Small Business, and I see no reason why the 
Congress should not concur. The recommendation of the President’s 
Committee is, I think, an annual ceiling of $50,000. 

Mr. Sruurs. It may be lumped together over a 5-year period to a 
quarter of a million. 

Senator Kucnuex. Do you have any objection to that? 

Mr. Rovtunp. That, probably, would be sufficient in mahy cases. 
In our case it would be more than ample, because we are small, small 
business. It might limit some of the other people. However, it 
sounds like a good recommendation. 

Another one of our problems, again in machinery, even though we 
buy new machinery, comes back ‘to this deprec iation. We use the 
historical value of our machines for depreciation purposes. Then, 
in a few years, that machine is either augmented by buying another, 
or will be worn out and have to be replaced. 

We have an immediate problem right now of where, a little over 3 
years ago, we bought a certain machine for $45,000. We have used 
it for the 3 years, and it has worked well. The replacement machine 
which we have on order now to augment this machine, with increased 
costs of things, plus the technological improvement in the machines, 
plus a few advantages, the $45,000 machine replacement is now 
$65,000. 

So we have the problem of being able to put aside enough money 
to purchase these more expensive machines, this more expensive equip- 
ment, all the time. So perhaps, if we could use a current value or 
an anticipated value for depreciation, even on new machinery, it 
would help considerably. It is just a case of not being able to accumu- 
late enough cash to be able to buy this thing. 

There is a little article that came out in a periodical that we get, 
about the million-dollar lathe. They paid $12,000 originally, but, 
after years of use, in the replacement of it, the amount of business 
gross that had to be done to be able to replace that lathe 10 years later 
was enormous. It cost a million dollars’ worth of business then to 
be able to replace that $12,000 lathe. 

Senator Kucuet. Who are your customers? Do you deal at all 
with Government agencies, Mr. Roulund ? 

Mr. Rovutunp. Yes. We do a certain amount. More of our cus- 
tomers are other than Government agencies. However, we do do a 
few contracts for Ordnance, Air Force work currently on an Ordnance 
contract right now. That is reasonably small. It is less than $5,000. 

Mr. Srutrs. You area job shop, are you not ? 

Mr. Routunp. We area job shop; yes, sir. 

Mr. Strutts. So, you do not do any proprietary work on your own ? 

Mr. Rovtunp. No; no proprietary work on our own at all. Then, 
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we feel that these various points that were brought out—I presume 
everyone has this little article that was sent out—we do not just say 
that one thing; any one of these devices will answer our whole 
problem. 

I think we think that all of them are important, and, to help the 
smaller corporations, this thing of graduating the corporate-tax rates, 
we feel, would help our situation quite a bit, too. There is only one 
thing else that seems to be desirable to me in this graduated corporate- 
tax rate. We felt, or I felt, that it would be more desirable to use 
graduated rates rather than to add the amount of income to where 
a normal tax is applicable so that even the smaller, small, small busi- 
ness would gain a tax advantage below 30 percent, and let it graduate 
on up to where it would seem to be the most effective amount to do the 
most good for the people concerned. Those are principally my 
problems. 

Senator Kucuen. Any questions, Senator ¢ 

Senator Brste. [havenone. I think it isa most helpful statement, 
Mr. Roulund. 

Senator Kucne.. How recently were you incorporated ? 

Mr. Rovutunp. Last December 1. We were a partnership before 
that, Senator. 

Senator KucnEe,. How many partners were there ? 

Mr. Routunp. Four. 

Senator Kucuen. You now all participate equally in the ownership 
of the new corporation ¢ 

Mr. Routunp. Not equally, but in the same proportion as we did 
in the partnership, prior to incorporation. 

Senator Kucue,. Would you mind indicating to the committee 
what prompted the partners to convert into a corporation 4 

Mr. Routunp. There were several things. One of the major things, 
though, was that it was tax saving. We had watched our income 
and our income-tax bills in the last several years, and it seemed as 
though we were reaching an area where it would be better to be 
incorporated. Another is the limited liability. That was princi- 
pally it; limited liability and more favorable tax rate. 

Senator Kucuer. How long had you been in existence as a partner- 
ship ? 

Mr. Rovutunp. Since 1946 asa partnership. 

Senator Kucuent. Allright. Thank you very much, sir. 

Mr. Routunp. Yes, sir. 

Senator Kucnuern. Will you excuse me for a moment? Congress- 
man Younger’s assistant is here. He merely wants to offer a statement 
and then leave. 

George—— 

Mr. McQueen. I did not mean to interrupt the speaker. 

Senator Kucuer. Do you want it for the record 4 

Mr. McQueen. Yes. I am George McQueen, field secretary for 
Representative J. Arthur Younger, of California. 

On behalf of Congressman Younger, I simply wanted to state that 
he favors the President’s recommendation on tax relief for small 
business, and in waiting until the net earnings have reached $50,000 
instead of $25,000, as I understand it, before applying the 52-percent 
tax. 
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And he feels this, based on, since the adjournment of Congress, 
I think we have spoken before around seven chambers of commerce 
and manufacturers associations in San Mateo County, and we find 
that is the general feeling, this would be the simplest and most 
effective way to handle this problem. And, in that way, small busi- 
ness could accumulate enough money to expand and help the general 
economy, as well as helping the individual firm. 

Now, in listen ng to the proceedings today, there has been con- 
siderable discussion about estate taxes, and I would like to—you 
gentlemen are probably familiar with Congressman Younger’s bill, 
which provides for the purchase of an insurance policy for a man 
or a business, I believe, which would pay estate taxes directly to the 
Federal Government. And I think that that bill, if passed, would 
settle that, or help that problem, which is certainly one of the difficult 
ones to handle when a man passes away. 

Senator Brace. What does the bill do, again / 

Mr. McQueen. It enables insurance companies to issue a policy to 
pay estate taxes directly to the United States Treasury. 

Senator Bree. They are a qualified beneficiary, though ? 

Mr. McQueen. Yes. I do not know the number of the bill. 

Senator Kucnert. Thank you, very much. 

Mr. McQueen. Thank you, very much. 

Senator Kucne.. The next witness is Mr. Hewlett, of Rhodes & 
Jamieson, Ltd.,in Oakland. Mr. D. Hewlett. 

Weare glad to have you with us, Mr. Hewlett. 


STATEMENT OF D. HEWLETT, SECRETARY, RHODES & JAMIESON, 
LTD., OAKLAND, CALIF. 


Mr. Hewcterr. Thank you. 

Gentlemen, Iam the secretary of Rhodes & Jamieson. We hope we 
consider ourselves a small business. We are primarily purveyors of 
readymix concrete. We employ approximately 150 people. It is a 
corporation and it is individually held, the stock is individually held, 
and we certainly have all the problems of a small business. Market 
funds are not available to us and very limited amounts from the 
banks. 

Senator Binue. Readymix cement and concrete companies in general 
are having difficulties at the present time. 

It seeius to me in my State of Nevada, they have a lot of difficulty. 
Is it because of the decline of business ¢ 

Mr. Hewrerr. Of course, we currently feel the tight money market 
and curtailed residential construction, but we all have the tax prob- 
lem, and recently there have been in this area what was severe 
difficulty. 

Senator Bisix. Possibly too many got into the field: would that 
be correct / 

Mr. Hewverr. Competition is very strong. 

Senator Bistr. Everywhere I go, it just seems that readymix 
cement companies are having trouble. Readymix cement is high on 
the list in trouble. 

Mr. Hewrerr. This statement is primarily one of depreciation, and 
{ have attempted to pick out just one small segment and trace it 
through, rather than try to cover a broad field. 
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We are particularly pleased to see the current activity on the part 
of the cuucaitias in formulating major tax relief proposals for the 
next session of Congress. 

It is a» hope that at least a real effort is to be made to reduce the 
heavy tax burden on the people and businesses of this country. 

In our business, we have large sums of capital invested in plant 
and trucking equipment for processing and delivering readymix 
concrete. 

In — times of strong competition, this equipment becomes obso- 
lete very rapidly. Its profitable usable life i is very much shorter than 
the total life that the equipment could probably continue to operate. 

To illustrate: We believe that for the most part, our readymix 
trucks are modern, up-to-date equipment. A few years ago, the man- 
ufacturers of transit-type mixer drums introduced a new model that 
was capable of discharging concrete at an elevation of 3 feet higher 
than the units then currently in use, 

Almost overnight our fleet was obsolete, because the contractors and 
builders were demanding the new equipment that enabled them to 
place concrete over fences and other obstructions, as well as place 
concrete into higher walls before employing expensive auxiliary 
hoisting equipment. 

Contractors also found that they were able to save wheelbarrow 
labor because by constructing a simple wooden chute to the higher 
discharge points on the truck, gravity flow replaced the wheelbarrow. 

More recently, as an improvement on the higher discharge trucks, 
the manufacturers replaced the manual steel discharge chute with a 
power-operated chute. Because the weight is now controlled me- 
chanically, it was possible to increase the length of the chute by 
another 6 feet, thus making the delivery truck that much more flexible 
and useful to the contractor. 

Result: The fleet nust again be renewed as quickly as possible with 
units Incorporating this latest improvement if we are to remain com- 
petitive and hold our share of the market. 

Readymix trucks such as we use now cost approximi itely $18,000 to 
820,000, A simple bookkeeper can quickly point out that the only 
place such funds can be made available is from a de spreciation reserve. 

The Congress must have had this very thought in mind when in 
1954 they liberalized the depreciation rates and permitted an accel- 
erated rate during the first few years of the life of a depreciable asset. 

This relief by the Congress was entirely lost when the Treasury 
Department in their zeal to collect the maximum of income tax, set 
up new regulations increasing the life of such assets as have been 
discussed above, and setting up salvage value where none existed 
before. 

It is hard to refute their reasoning when conceivably a truck might 
last for 10 years and be worth $1,000 as junk. However, as a matter 
of prac sive: and in order to conduct a successful business, taking into 
consideration that the safety factor diminishes rapidly after the first 
few years, the life expectancy of this kind of equipment is not ovel 
»to 6 years, 

Although most important to us, we realize that this is only one small 
phase of the tax problem, and we hope that it will in a measure add 
to the committee's fund of information that a practic al and ae cept ible 
tax bill may be introduced at the next session of Congress. 


| 
| 
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Senator Kucue.. Any questions, Senator 

Senator Brste. I have no questions. 

Senator Kucner. Thank you very much, Mr. Hewlett. 

These examples are good, and both in Phoenix and Los Angeles 
we had similar situations from other small businesses that are illus- 
trative and make the point pretty well. 

Mr. Hewterr. Well, it is the depreciation where the funds are 
available, and that is evident because the Treasury Department—that 
is the first place they look to pick up revenue when they come in. 
They are going to make their stay worth while, and they ‘know that 
is where they ¢ an find it. 

Senator Kucuer. Thank you, sir. 

That, my fellow citizens, concludes the list of scheduled witnesses. 

However, I have before me a copy of a statement from Mr. Arthur 
H. Kenny, Chevrolet dealer of Vallejo, Calif. 

Mr. Kenny, we would be glad to S ar from you if there is any part 
of your statement—the entire statement will appear in the record. 

Mr. Kenny. I appreciate that, Senator. 

Senator Kucuet. I know, like everyone else in the room, you are 
in favor of tax reduction. 

Mr. Kenny. I was just going to say, I think we could get a unani- 
mous vote on that. 


STATEMENT OF ARTHUR H. KENNY, COOWNER S. & K. CHEVROLET, 
VALLEJO, CALIF. 


Senator, and members of the committee, I would like to say at the 
outset that I feel that a great deal that is in this written statement 
has been adequately cov ered by other witnesses. 

Senator Kucue.. Let me ask you a question off the record. 

( Discussion off the record.) 

Senator Kucuet. Go ahead. 

Mr. Kenny. [ think I can summarize, gentlemen, some of the points 
that are here, because, as I say, they have been adequately covered by 
others. 

First of all, if I may qualify myself, I am a retail automobile dealer 
and have been for 12 years in the community, roughly 35 miles from 
San Francisco, population of 75,000, we boast. And we employ in 
our organization about, or at the present time, 49 people, including 
myself. And we are incorporated. 

I have a business associate. Each of us owns half of the business, 
and it is a closely owned corporation. 

First of all, 1 would like to say I think there is one thing in this 
summary that I have here that might be covered, I think it is one 
thing to suggest, the need for tax reduction that would affect bene- 
ficially small business. I think that is pretty generally agreed. 

I started by saying that we could probably get a universal unani- 
mous vote for tax reduction in general. I think it is possibly in order 
to explain some means by which that might be accomplished, because 
I certainly am fully aware of the responsibility of the Congress to 
enact legislation that will effect the election of a sufficient amount of 
taxes to perform necessary governmental functions. 
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We therefore cannot just automatically say that rates should be 
reduced. Particularly, I would like to refer to two things that have 
repeatedly heen mentioned as it relates to small business. 

We think the present tax laws are somewhat inequitable in that 
they do not give either through the medium of writeoff opportunity 
or credit for investment in new or modernized facilities, sufficient op- 
portunity for business to expand, to modernize their facilities. 

If I might give you a specific example as it relates only to our own 
business, which I think is merely typical of many, we have been in 
business now for 12 years, and other than salary drawn by myself 
and my business associate, and incidentally both of us think we are 
underpaid, of course, and 4 relatively small bonuses that have been 
declared out of our business, we have not withdrawn in that period of 
12 years a single penny from our business. 

Inflation, the normal maintenance expense to maintain our equip- 
ment and replacement expense and high taxes have made necessary 
the retention of all other profit, just to maintain an adequate w orking 
capital position without providing a dollar for the improvement or 
expansion of our facilities, which, incidentally, was urgently needed 
the day we went into business. 

Finally, after 11 years, we had accumulated enough net worth to 
be able through normal banking circles, to borrow a svflicient amount 
of money to ‘at least partially “modernize and expend our facilities, 
which I repeat should have been done in the interests of good business, 
as well as serving the public, at least 8 years before. 

Now, further, I feel that anything—and again, this summary pretty 
well covers this—I feel that again, even though we are a corporation, 
we seek no special privilege either for corporations or for small busi- 
ness, I think the problem rests in the development of a formula which 
will equitably treat all categories of business. 

I think any legislation which would apply, even though it might 
favorably affect my particular business by raising, for ex: imple, before 
surtax, the limit to $50,000 or $100,000 would certainly help me. But 
I do not believe that is the answer. 

I think that any legislation should affect the interests of all busi- 
nesses, and with speci ial—I will not say special consideration given to, 
but at least consideration given of the particular problems of small 
business as contrasted with those of relatively larger businesses. 

Now, it would seem to me, however, that the first approach, if we 
are to maintain necessary governmental functions, the first approach 
must be by some means to effect a reduction in our Federal budget 
for the purpose of making possible reductions in taxes, and still meet 
the necessary functions to be performed. 

Quite candidly, I think there are some ways by which that can be 
done. I would direct your attention to the ‘Hoover Commission re- 
port, which did reflect, at least in their opinion, that some $8 billion 
could be eliminated from the Federal budget, and, at least as far as 
my particular knowledge is concerned, I do not believe a great deal of 
those things have been accomplished. 

Senator Kucnen. Harry Byrd claims Congress cut it $6 billion; 
Lyndon Johnson say $5 billion; Billy Knowland, the minority leader, 
says about $5 billion. The Treasury Department says less than SI 
billion. Ido not know who is right, but—— 
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Mr. Kenny. I am not an expert, but it seems to me that along the 
way, without affecting essential functions, I mention one specific 
example in here which you gentlemen could consider later, it seems 
to me as just a nonexpert, m: aybe something could be done, assuming 
whatever figure you want to take, assuming half of what they said 
could be eliminated and what is not elimin: ated, that would be roughly 
5 percent of the total national budget and would leave room for some 
tax reductions. 

Specifically, it appears to me—and again I repeat I am not an 
expert—but it appears to me that there was one bill that was intro- 
duced in the last session, which conceivably could effectively provide 
remedies in the areas that have been discussed by so many. And I 
refer particularly to H. R. 5735, which I believe was introduced by 
Congressman Curtis. 

That bill very simply provided that, as I understand it, a business 
could deduct from its net taxable income 20 percent or $30,000 annu- 
ally, whichever would be lower, to cover investments. “But he must 
actually have spent the money investment in additional equipment 
or improvement or expansion ‘of his facilities. And attached to the 

same bill was also, I believe, a provision that would make possible 
the purchase of certificates up to a maximum of $100,000, Treasury 
certificates, non-interest-bearing, which would not become a part of 
the taxable estate of a small-business man, which could go a Jong 
way toward alleviating the very frequently experienced problem of 
small-business people in the event of the death of an owner or partner 
in the business. 

I appreciate tremendously the opportunity to summarize this 
briefly, and thank you for including it in the record. 

Senator Kucuen. Senator Bible 

Senator Brete. I just want to compliment Mr. Kenny for a very 
fine statement. It shows very careful thought. 

Senator Kucuet, Thatistrue. And you are realistic. 

I do not believe there is anybody in Congress who is a 100-percent 
screwball and just wants willy-nilly to spend your money and mine. 

Obviously, the American people have to determine whether or not 
there is any external hazard to our way of life, and I think that 1s 
easy to determine, and having determined it, then it is our responsi- 
bility to maintain ourselves in such a posture as to deter any type 
of aggression against us. At any rate, we all agree that that, I think, 
is good Government service. 

There is no question about it but what we need, however, to give 
a business, not merely small business, but business in America, an 
opportunity to expand and continue the dynamics of the kind of 
economy that are necessary in this country. 

Here, we listened earlier to a thoughtful presentation, Senator, 
by one of our fellow citizens, who talked about the terrific buil dup in 
the Western Republic of Germany of part of their industrial 
manufacture. 

We have a responsibility of leadership in the world. Certainly, 
that is a responsibility to maintain an industrial structure here at 
home that will be able to expand, and_you have recognized in your 
statement those facts. I do believe that, and I have said’ this 
before, and I just repeat it. I do believe from these hearings and the 
committee deliberations we will have concrete recommendations in 
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legislative form to present to the Congress next year, and I sincerely 
believe that Congress will give them sympathetic consideration. 

Mr. Kenny. If I might add just one thing. While I say I recog- 
nize the fact that the budget, overall budget, must be reduced to effect 
substantial reduction in taxes, I do maintain, even if the Federal 
budget were maintained at the present level, some of these things 
can be done to give proper equitable consideration to smaller busi- 
nesses. And I refer particularly to the area of writeoffs or allowances 
in one form or another, as suggested in this bill that I referred to, 
for expansion or improvement of their facilities. 

They do not have access to the money markets of others. They do 
not have access to the securities markets, which were mentioned. It is 
mighty tough, and in our own particular case and, I think, it is typical, 
it is very tough. So, I think those things could be accomplished, even 
without a reduction in the Federal budget. 

Mr. Kenny. Again, gentlemen, thank you very much. 

Senator Kucne.. Thank you, Mr. Kenny. 

(The prepared statement of Mr. Kenny follows :) 


STATEMENT OF ARTHUR H. KENNY, CHEVROLET DEALER, VALLEJO, CALIF. 


Mr. Chairman and gentlemen of the committee: My name is Arthur H. Kenny. 
I am a native-born citizen of the State of California, and I have been engaged 
in the retail end of the automobile business in our State for 12 years. I am 
coowner of 8S. & K. Chevrolet in Vallejo, Calif., a city of 75,000 population, 
located 35 miles northeast of San Francisco. 

I wish to thank you, Mr. Chairman, for the privilege of appearing before 
your committee and being allowed to testify on the subject of the impact of 
Federal taxation upon small business. At the outset, I wish to state I am just 
a businessman and not a technical expert in the field of Federal taxation. As 
a taxpaying businessman, however, I do have a very live knowledge of what 
the present tax picture does to me and to my business. My personal situation is 
not unlike that of other automobile dealers in the area, I am sure. 

I am conscious of the time limitation that has been placed upon witnesses, and 
you have by assurance, Mr. Chairman, that I will not exceed the 12 minutes 
which have been allotted to me. 

With your permission, I will present my views under several general headings. 


GENERAL TAX PHILOSOPHY 


The first has to do with my theory of taxation, generally. Taxes should 
be fairly and equitably distributed among all segments of the public. Duplicate 
and multiple taxation should be discouraged and, where practicable, eliminated. 
If our economy is to continue to develop and expand, sufficient income after 
taxes must be retained to stimulate individual initiative and the flow of private 
capital into productive undertakings, resulting in the creation of new markets, 
increased employment, additional wealth to the Nation, added revenue to the 
Government, and higher standards of living. 

I recognize, without any reservations whatsoever, that the paying of taxes 
is not only an obligation but a privilege of United States citizenship. This 
responsibility of citizenship, however, should be shared fairly and equitably by 
all. Such is not the case under our present tax structure. As a result, small 
business is suffering painfully under its tax load. 


THE PECULIAR PLIGHT OF SMALL BUSINESS 


One of the most important reasons for the plight of small and medium-sized 
business is the oppressive effect of income taxes, which prevents the retention 
of enough earnings for growth capital. Such firms do not have ready access 
to the capital markets and are finding rising interest. rates prohibitive. In 
addition, unlike large companies, they often have no reserves to draw upon, 
even to offset cash working-capital depletion from the inflationary trend. High 
income taxes make the retention of such reserves difficult or impossible. 
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Permit me to give a specific example by reference to my own business. In 
nearly 12 years, my associate and I have not withdrawn, other than salary and 
4 relatively small bonuses, a single penny from our business. Inflation, normal 
maintenance and replacement expense, and high taxes have made necessary 
the retention of all other profit just to maintain an adequate working-capital 
position without providing a dollar for improvement and expansion of our 
facilities, which was urgently needed the day we started in business. Finally, 
after 11 years of business, we had accumulated enough net worth to be able to 
borrow enough money to partially complete modernization and expansion, which 
should have been done not less than 8 years ago. 

A tax structure which forces the businessman to increase his indebtedness to 
offset cash working-capital depletion or to maintain his relative position can only 
result in the further weakening of small and medium-size business and an 
acceleration of the trend to business mergers. 

Our segment of business wants no subsidy, but only an opportunity per- 
mitting fuller utilization of our own resources so as to keep pace and participate 
more effectively in our growing economy. 

There are over 414 million business enterprises in the United States. Most 
of these would be considered small business under any standard of measurement, 
and only about one in a thousand would be classed as big business. While a 
reduction in corporate-tax rates would be desirable, it must be remembered 
that about 85 percent of the Nation’s small firms are unincorporated proprietor- 
ships and partnerships, and these firms would not be benefited by such a re- 
duction. Approximately 52 percent of the some 40,000 franchised automobile 
dealers of America fall into this category. 

May I suggest that any remedial tax legislation that is effected which does not 
extend to all forms of business enterprises will be as discriminatory as some 
of our present tax laws are. 

I do not consider it a rash statement to say that it is generally recognized 
that tax relief for small business is required. This observation is completely 
devoid of any political implication. 

It was recognized in that platform of both our major political parties in the 
last election that some tax relief has to be accorded the individual and the small- 
business firm in order to stabilize the economy of our Nation. 


CAN THE FEDERAL GOVERNMENT GIVE TAX RELIEF NOW? 


It is one thing to petition Congress to reduce your taxes, and it is another 
thing for Congress to legislate for the running of our Government. Of course, 
it takes money to operate our Government. Of course, that money must be 
raised by taxation. The basic questions, as I see them, are two: How much 
has to be raised, and how should it be raised? 


CUT THE BUDGET 


The incomprehensible situation, to me, is that there is so much useless money 
spent by our Federal Government. 

How may the Federal budget be cut? Here is one way that it may be. 

The Federal Government at the present time is engaged in 700 corporate 
activities. These 700 Federal firms employ more than 1 million persons, and 
all of them are supported by our taxes. 

Permit me to give you just 1 specific illustration from this list of 700 of which 
I am talking. I wish to refer to Eskimo dwellings. The Hoover task force has 
discovered a multimillion-dollar boondoggle hidden in the remote recesses of 
the Alaska housing activity. There is an indicated loss of some $2 billion in 
the Alaska housing situation. There was a loss of $79.8 million in 1956 alone. 

This is an example of what I am talking about when I say the Federal Govern- 
ment, which you run, can cut expenses. I invite your attention to the Hoover 
Commission studies and reports. These reports indicate that at least $8 billion 
a year could be saved without reducing 1 iota essential governmental functions 
and services. 

Assume for the sake of argument that the Hoover Commission findings are 50 
percent in error that would still leave a possible savings of $4 billion a year if 
their recommendations were adopted. On the basis of a $78 billion budget that 
amounts to a 5 percent savings which obviously is a significant figure. 

So, Mr. Chairman and gentlemen of the committee, I submit to you as a tax- 
payer whose back is being broken by the present tax burden, that if our Govern- 
ment would give more than lip service to the recognition of the need for tax 
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relief and withdraw and refrain from unjustifiable expenditures as indicated in 
the Hoover Commission report so much money would not be required to run the 
Government. 

Up to this point, I have endeavored to do two things in my presentation to you. 
I have tried first to establish an unqualified recognition of the need for tax relief, 
especially for small business. Secondly, I have attempted to prove that it is 
within the Government’s capability to cut its budget and still do all that is 
required and expected of it. 

If for some unknown reason the budget is not cut I nonetheless have a specific 
recommendation with respect to a change in our tax laws which is still mandatory 
in order to save small business. 


REVAMP TAXES 


Our Federal tax structure remains, in all essential respects, much as it was 
at the end of 1945. Although 12 years have now elapsed since World War II, 
we still live under the pervasive influence and domination of a tax framework 
largely war induced. 

In many particulars and certainly in its basic philosophy, our tax structure 
has been built more to meet the revenue urgencies of war than the long-run 
peacetime needs of the Nation. 

The character and composition of taxes are important determinates of our 
economic health and our future well-being. The long-run growth conditions 
of our dynamic economy call for constant attention to revision of the Federal 
revenue structure. Such revision is a continuing responsibility of the admin- 
istration and of the tax committees of the Congress. 

The basic problem is one of rates, and principally individual income-tax rates. 
Since most small businesses are either individual proprietorships or partnerships 
the owners of these businesses, paying taxes between 22 percent and 91 percent, 
have a difficult time finding the capital for the research, development, engineering, 
and facilities required today of all concerns that would effectively compete. 

Obviously there is not just one answer to this problem. 

I would imagine that the ideal solution would be to have a complete redo 
of our entire tax laws. Rewrite them all from scratch. The second best answer, 
I presume would be the adoption of a program of standard and uniform rate 
reductions from the top down each year for a given number of years until a 
top limit of around 50 percent would be reached. Short of pursuing either of 
these two suggestions I recommend the enactment of H. R. 5735. 

H. R. 5735 provides that any business firm (incorporated or unincorporated) 
or self-employed person shall be entitled to deduct from taxable income an 
amount equal to additional investments in depreciable assets or inventory during 
the taxable year but not more than 20 percent of net income or $30,000 whichever 
is lower. 

H. R. 5735 further provides that non-interest-bearing Federal estate-tax 
anticipation certificates may be purchased by an individual or business in an 
amount not to exceed $100,000 and that the amounts so invested in these 
certificates shall be excluded from the taxable estate, and further that the 
remaining estate tax due, if any, may be paid over a 10-year period. 

Fear of estate taxes and capital gains taxes has forced many a successful 
small-business man to sell his business or merge it with a larger competitor 
in the later years of his life in order to protect his widow or heirs. Many a 
business, on the death of a principal or owner, has been forced to liquidate to 
satisfy estate taxes. These tax anticipation certificates would provide a way 
to prepare for that unpredictable future date when a partner or owner might 
die. They represent immediate cash to pay estate taxes due and a means of 
accumulation of liquid assets, excludable from the estate itself, for tax purposes, 
to meet the obligations when they arise. 

The advantage of a writeoff of 20 percent of taxable income or $30,000 which- 
ever is the lesser, should be obvious to everyone. This of course includes equip- 
ment expenditures, showcases, plant and building generally, etc. It is widely 
believed that the giving of a tax credit for the modernization, expansion, or 
replacement of the depreciable assets of small business will act as a very real 
stimulus to this very important segment of our free-enterprise economy. Many 
believe that it will be such a business stimulant that there will be no actual 
loss in revenue to the Federal Government but rather an actual increase in the 
receipts from business taxes. 
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CONCLUSION 


In closing, Mr. Chairman, may I summarize by saying the need for tax relief 
for small business is clearly established. The means of affording this needed 
relief are several. The Federal budget can and should be cut. Irrespective of 
whether the budget is cut or not, tax rates must be lowered and adjusted so 
as to be equitable and fair and so as to preserve the backbone of American 
economy—small business. The enactment of H. R. 5735 would be a major step 
in the right direction. 

I thank you for the privilege of appearing before you. 


Senator Kucuet. Is there anyone else in the audience who desires to 
be heard ? 


STATEMENT OF STEELE HOLMAN, SMALL BUSINESS CONSULTANT, 
BERKELEY, CALIF. 


Mr. Houman. I am Steele Holman. I am a small-business con- 
sultant, so-called. I came here because I thought I should, so many 
of my clients cannot, they do not have the time. They cannot leave 
their businesses. All I want to do is underwrite two propositions I 
have heard discussed, not for small business but for business in general. 

I would like to commend those people I have heard discussing it for 
their overall point of view. 

There is a small-business definition I would like to give before I 
put this into the record, and that is that the small business in my 
estimation is a business under $1 million, for my purpose, and probably 
under a hundred employees. Somewhere in that area. 

First, your fast tax writeoff for obsolescence, whether technical 
obsolescence or chronological obsolescence, is really a must. Since 
you mentioned Western Germany, let me just point out that the re- 
surgence of Western Germany, one of the basic causes of that was their 
fast tax writeoff on modernizing their equipment. Of course, they 
lost a lot of it in the war. 

One of the reasons for England’s lack of resurgence was that same 
creature, their failure to have a fast tax writeoff. 

So, I want to appeal from a longer range point of view that not 
just a reduction of taxes but from the Congress’ point of view, we are 
better off as a prosperous nation in furthering that prosperity by 
making it easier and more profitable for business in general to buy 
technologic ally improved equipment as soon as possible. 

Senator Kucuen. To modernize, get set for expansion. 

Mr. Horman. Our survival lies in our production per man. 

Senator Kucuet. What was that thing Wendell Willkie said? Only 
the productive can be strong, and only the strong shall be free. That 
is pretty good. 

Mr. Hotman. Very well put. I could not improve on it. 

The other area that I would like to underwrite, and which was 
brought out several times, is that of the—I do not like to use the word 
semantically, but I do not know a better one—the confiscatory tax, in- 
heritance tax picture. 

And I ask you gentlemen just one question in relation to that; is it 
better from the standpoint of the income of the Government to cause 
a business to be liquidated, or an estate at the death of the owner or 
one or more of the owners, and I have a client right now with 41 
employees who is just barely keeping alive because of what he faces 
on this, this client rebuilds motors for the Rhodes & Jamieson man 








TAX PROBLEMS OF SMALL BUSINESS 311 


who just got through testifying. Is it better for the Government to 
take that money at one time, liquidate the business, or is it better 
for that business to continue, 3, 5, 10, 15, 20 years paying taxes? 

That is all, gentlemen. 

Senator Brste. I think a very good point has been made on both 
those points, particularly the second one, referring to the payment of 
Federal estate taxes. There is considerable merit in what you say. 
No doubt about it. 

Senator Kucuen. I would agree, and I aaa we were commenting 
this morning that the Congress in World War I adopted death taxa- 
tion on a temporary and of an emergency nature, but we still have it. 

And as an interesting impact also on the economy—it is not in the 
field of small business—but many families of great wealth can try 

perfectly legally to create charitable institutions to avoid what other- 
wise might well be w iping out the family fortune. 

That taxes property off the tax rolls, thus it affects the rest of us 
who own a house in the community where a newly formed charitable 
institution may have real estate, so that you are kind of compounding 
the difficulty with some of our present tax laws. 

Mr. Horman. What I am trying to do, Senator Kuchel, is substi- 
tute long-range thinking and programing for emergency, is that not it 
basically ? 

Senator Brsir. I think we have to take a long-range look at it. 
That is right. 

Senator Kucuen. Thank you, very much. 

fr. Honaran. Thank you for hearing me. 
Senator Kucuent. One other gentleman wanted to be heard. 
Proceed sir. 


STATEMENT OF RALPH B. HOGAN, SR., PRESIDENT, NORTHERN 
CALIFORNIA MERCHANTS ASSOCIATION, UKIAH, CALIF. 


Mr. Hogan. My name is Ralph B. Hogan. 

Senator Kucien. Yes? 

Mr. Hogan. You said a moment ago there were not many of the 
little fellows. Iam what they call a “mom and pop” store operator. 

Senator Kucnen. Whereabouts ? 

Mr. Hogan. Ukiah, a town that probably this Senator never heard 
of, but it is the size of Winnemucca, Nev. 

Senator Bisie. I know Ukiah very well. 

Would you be seated 4 

Mr. Hocan. I have several little stores, workingmen’s retail stores, 
that handle consumer goods. 

[ will tell you one reason that there are not more small people here 
today. You make it so hard to find out about it. I could not find 
in today’s San Francisco paper anything about it, or yesterday’s paper 
anything about it. 

I happened to find out about this meeting in a meeting I attended 
in a town called Santa Rosa, where I have a little store, yesterday 
afternoon and by dint of a lot of contriving I finally found out where 
and when it was going to be. But there was nothing in the Chronicle 
for the last 2 days, or else my eyes were very bad. 

Senator Kucner. Well, it is regrettable, 1 suppose, people may be 
more interested in reading about the latest murder. But I am sure 
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that the committee staff did a pretty good job in discharging its 
responsibilities to contact the papers. 

But go ahead. 

Mr. Hogan. I am not going to bore you at all. I did have one 
thought which I did not think was brought out here before I got 
here. I got here quite late, because I had to come from a long distance 
and did not find out about it. . 

I am sure there was one question I wanted to have answered, and I 
am sure it was answered, and that was a complete explanation of 
ay the Fulbright amendment was defeated at the last session of the 

enate. 

Senator Kucuer. Well, I think for this reason, that the majority 
of small businesses in America, under any reasonable definition of 
small business, are not corporate. 

Bill Fulbright’s amendment was designed to give tax relief to cor- 
porations. Part of the reason that we are doing what we are now, 
is to come forward with a sound program of tax relief for small 
business, whether it is corporate or whether it is a partnership or an 
individual running it. 

And that is one of the things for which we are holding these 
hearings. 

Mr. Hocan. Well, gentlemen, I heard, I was here early enough to 
hear Senator Bible moaning about the mining industry. I am glad 
to find out there is another industry as bad off as is the lumber 
industry in its component parts. That is our territory primarily. 

We are up in the redwoods, and if the mining industry is as bad 
off as the lumber industry, and directly and indirectly as those of us 
who sell logging shoes to the loggers, then your Nevada State is in 
a very bad state indeed. 

Now, whether it is the tight money which is responsible for it, or not, 
and whether tight money—they say it is an operation, and they say 
it is like the operation where maybe the doctor is successful but the 
patients are dying. 

We are having more failures and more flops and our business is 
dropping away. But we need relief now. So do long-range promot- 
ing, but do it now. 

I will tell you what we have done up there. This is just one little 
thought we want thrown into this meeting. A gang of us, not as Mr. 
Sullivan’s bunch here that has these 3,000 merchants, but a bunch 
of us formed a little group. We call it the Northern California 
Merchants Association, and we have members now in about all Cali- 
fornia northern counties, and our prime purpose is going to devote as 
much of our energies that we possibly can to political purposes. 

We are going to support and endorse candidates and programs of 
either party that have a friendly attitude to small business. We will 
follow it through, so when small business at election time—it is a little 
like kissing babies. You hear everybody is for small business, and 
the day after election everybody forgets us. 

We have members of both political parties. This is a nonpartisan 
proposition. We have members who were chairmen of the Citizens 
Committee for Eisenhower. We also have members who were vice 
presidents of the State Republican committee. We also have Demo- 
crats, and we are going to support and endorse candidates and plat- 
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forms, starting in 1957, who are going to be in favor of candidates 
for small business. That is my thought. 

Senator Kucue.. That is very constructive. It is very American. 

Is there anybody else in this audience, as we are about to conclude 
this hearing ? 

Let me say in concluding that I have been a member of the Small 
Business Committee for the last several years. I can testify that it 
has produced eflective results, and I think that in its deliberations 
there has been no partisan politics. 

The chairman of this committee was a candidate for Vice President 
of the United States by his great Democratic Party, not very long ago. 
John Sparkman wants to lead this committee, with the assistance of 
the Republican members and the Democratic members, toward giving 
to the Congress this next year a series of recommended legislative 
Sig ner that will be in the interest of the smaller business in Ameri- 

, regardless of what type of business unit it may be legally, and to 
ae them adopted. 

And I believe I can say that the very high-class, forthright, and 
intelligent presentations of the people who have come here today and 
in the last 2 days in the other 2 cities where we held hearings, will be 
of very great value, not merely to the committee, but to the Members 
of the Congress, who will have each of these papers available to them 
at the time that our legislative program is presented. 

Mr. Horan. How may we get these papers, Senator ? 

Senator Kucne,. You may ‘write to the Senate Select Committee 
on Small Business. And perhaps in several months from now—wit- 
nesses will get copies automatically. 

But I do want to say they have been helpful. 

I am appreciative of my friend and very able colleague, Alan 
Bible, coming here from Nevada. And I appreciate my very good 
friend from “Minnesota, Hubert Humphrey, participating. 

This committee will try to be of assistance to the people of the 
country in improving the economic structure of this country. 

With that, I will declare this meeting adjourned. 

(Whereupon, at 4:10 p. m., the hearing was recessed to reconvene 
in Boston, Mass., on September 30, 1957.) 
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MONDAY, SEPTEMBER 30, 1957 


Unirep Srares SENATE, 
SeLtect CoMMITTEE ON SMALL Business, 
Boston, Mass. 

The committee met, pursuant to call, at 10:05 a. m., in courtroom 
No. 4, Federal Courthouse, Boston, Mass., Senator George A. Smathers 
presiding. 

Present : Senators Smathers and Saltonstall. 

Also present: Walter B. Stults, staff director; William J. Erickson, 
tax counsel; Robert LL. Weadock, professional staff member; 
Bradford Morse, administrative assistant to Senator Saltonstall: 
Francis Morrissey, executive secretary to Senator Kennedy; and 
Hayward Carleton, legislative assistant to Senator Flanders. 

Senator Smatuers. The meeting will come to order. 

I apologize for being just a few moments late, but I must say on 
behalf of the committee that indeed the Senate Small Business Com- 
mittee is delighted to be meeting here in this famed and historic 
city of Boston. For me it is a distinct pleasure, having been here 
several times as a patient, a couple of times as a student, several times 
as a good friend and visitor of your very able junior Senator, the 
brilliant and capable young man named Jack Kennedy, whom we 
all regret is not here with us this morning. He wanted to be here, 
but unfortunately contracted a case of grippe and has been fighting 
with it, and I am happy to report that he will be fully recovered 
by tomorrow or the next day. 

In any event, he has sent us a statement which, if there is no 
objection, I will put into the record, along with the statements of 
Senator Payne and Senator Flanders who likewise wanted to be here 
and who find themselves unable to attend. 

(The statements referred to follow :) 


STATEMENT OF SENATOR JOHN F. KENNEDY 


Mr. Chairman, I appreciate the opportunity to express my views on the ex- 
tremely important question of tax relief for small businesses in the United 
States. Furthermore, I wish to express the pleasure that we in New England 
have in the interest of your committee in the tax problems of our businesses. I 
believe the committee is wise in going to the people to discover their needs and 
views. I certainly hope your hearings will be successsful and that constructive 
legislation will result. 

As one who represents a State with a great number of small businesses and 
as a former member of the Senate Small Business Committee, I have been most 
concerned with the difficulties besetting the small-business community. Not too 
long ago I contacted a number of small-business men throughout the State of 
Massachusetts expressing my thoughts as to the most critical problems con- 
fronting small business and soliciting comments. I was overwhelmed at the 
number of responses, but—more importantly—by the quality of the letters I 
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received in reply. The small-business men in Massachusetts clearly and with 
virtual unanimity pointed to their tax burdens as their No. 1 problem. 

It is interesting to note also that the problem regarded as second only to 
taxes—the difficulty of securing credit and long-term loans—is rather directly 
connected with the tax problem. Small businesses are anxious to share in the 
expanding markets but find themselves unable to expand their facilities to do 
so because of their inability to attract investment capital. And, realistically, 
why should a potential investor put his money in a small business when the 
competition for his investment dollar is keen among the large, blue-chip com- 
panies. The burden of a “hard money” policy unfortunately does not fall 
equally upon all members of the business community—it rests most heavily upon 
those least able to bear it. This leads me to the tax point made so forcefully 
by many small-business men in our State. If the tax schedule permitted small 
businesses—as it once did—to plough earnings back into the business for expan- 
sion purposes, the consequences of the “tight money” policy would not be so 
great. 

As you know, Mr. Chairman, I have made the very thoughtful replies to my 
letter available to the committee and I trust they will be of assistance to the 
committee in its deliberations. 

I know that here in Boston and in the other communities where your hear- 
ings are being held you will receive specific tax proposals. I am sure that it 
will be possible to fashion an omnibus bill incorporating the best suggestions 
and which will have broad support. Tax relief for small business is needed 
now—not after this important segment of our economic life is so weakened that 
survival is impossible. I am alarmed at the fact that small-business failures 
increased 16 percent from 1955 to 1956 and undoubtedly our present inequitable 
method of taxing small business contributed to this rate of failure. 

However, permit me to point out that five bills which Senator Sparkman, the 
chairman of this committee, and I cosponsored in the last session of Congress 
would, if enacted, go a long way toward solving the tax problems of small busi- 
ness. The most important one (S. 352) would graduate corporate income taxes, 
thereby giving the small corporations an opportunity to expand. Others of the 
bills would allow small businesses, the greatest purchasers of used equipment, 
to use alternative methods of depreciating used equipment (S. 351); would 
permit installment payment of Federal estate taxes, which fall generally on 
small family-held corporations (S. 348); would give many small corporations 
the option of computing their tax on the same basis as partnerships (S. 349) : 
and would permit owners of unincorporated businesses to be considered as em- 
ployees under qualified pension and profit-sharing programs (S. 350). 

These bills may not be perfect, but surely they provide the committee a solid 
base upon which to build. Naturally I—like all other Senators who voted for 
the Fulbright amendment in the last session—was distressed at the 52-33 vote 
against tax relief for small business. I do not believe the vote on this measure, 
which would have increased slightly the total revenue received by the Govern- 
ment, reflected the feeling of the country, and certainly the vote was not con- 
sistent with the platforms of our two major political parties or the campaign 
oratory of last fall. 

Mr. Chairman, the continued existence and growth of small business are abso- 
lutely vital to this Nation’s prosperity, well-being, and defense. The Senate 
Small Business Committee is to be commended for scheduling hearings through- 
out the United States aimed at that laudable—and indeed essential—goal. I 
assure you of my personal support in this endeavor. 





UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
September 26, 1957. 
Hon. JoHn J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D.C. 


DeaR Mr. CHAIRMAN: In connection with the hearing which you have sched- 
uled in Boston, Mass., on Monday, September 30, I want to express my apprecia- 
tion of your thoughtful invitation for me to attend. 

Under the circumstances it will be impossible for me to be present at the 
hearing but I am enclosing a brief statement setting forth some of my thoughts 
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on the tax problems facing small-business men. It is requested that my state- 
ment be made a part of the record of this hearing. 
Sincerely yours, 
FREDERICK G. PAYNE, 
United States Senator: 


STATEMENT OF SENATOR FREDERICK G. PAYNE (REPUBLICAN, MAINE), DISCUSSING 
THE IMPACT OF FEDERAL TAXATION ON SMALL BUSINESS 


Nearly all students of the American business scene agree that the decline in 
the strength of our small-business community is a serious threat to the free 
enterprise system. Many reasons have been set forth for this decline, and gen- 
erally included among these are the effects of Federal income taxes. Small- 
business men of Maine and other States have written to me in increasing num- 
bers describing their difficulties in realizing any profit whatsoever in view of 
heavy competition and high taxes. High interest rates have added another 
burden for these small-business men. 

In every phase of financing, production, and merchandising, the small-business 
man operates at a great disadvantage. Capital for new plants and machinery 
costs him a higher rate of interest. If his equipment is older, then his produc- 
tion costs are higher. Normally in a small plant the per-unit costs are also 
higher. Costs of transportation are increased when he must ship in less than 
carload lots. 

In merchandising his product, the small-business man meets even tougher 
obstacles. The advertising outlays made by the major corporations have multi- 
plied many times over during the past decade. The small-business man cannot 
hope to match these sums. Nationwide sales organizations and chainstores have 
put the squeeze on the small local operator. The net effect of these conditions 
has been to force more and more of the Nation’s small businesses into liquidation 
or bankruptcy. 

Added to these problems is the high level of Federal taxation. The small- 
business men find present Federal tax laws either discriminatory against them 
as contrasted with large business corporations, or under varied conditions, find 
them too onerous to continue their business activities. 

The Eisenhower administration, which established the present Small Business 
Administration in 1953, is well aware of the problems of small business and is 
continuing its efforts at remedial action. Last year the President appointed a 
Cabinet Committee on Small Business to investigate the small-business situation 
and to make recommendations toward alleviating some of the difficulties. An 
interim report of that committee was issued and several of the recommendations 
contained therein were included in the President’s budget message and his Eco- 
nomic Report. 

Four proposals made by the special committee in regard to taxation offer con- 
siderable hope for small-business men. The first of these calls for a reduction 
of the corporate income tax from 30 to 20 percent on incomes up to $25,000. 
Another would allow corporations with less than 10 stockholders the option of 
being taxed as a partnership. The third would extend the new depreciation 
formulas in the 1954 Internal Revenue Code to purchases of used as well as new 
property. Finally an option is proposed to permit payment of estate taxes over 
a period of up to 10 years where the estate consists largely of investments in 
closely held business concerns. 

A bill which I introduced early this year, including these recomendations, is 
now pending before the Senate Finance Committee, and it is my belief that these 
comprise some of the best suggestions for aiding small-business men. The Senate 
Banking and Currency Committee’s Small Business Subcommittee, of which I 
am a member, has given considerable study to the various aspects of the small- 
business situation. From these studies it seems that the matter of taxes is a 
key one and must be dealt with soon if this vital segment of our economy is to 
survive. 

Jentlemen, the valuable work of your committee in behalf of small business 
cannot be overstated, and I deeply appreciate the courtesy which you have 
extended to me in including this statement in the record of your hearings. I 
know that this study will prove of considerable value and am looking forward to 
learning of your conclusions and recommendations. 


. 
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STATEMENT OF SENATOR RALPH E. FLANDERS, OF VERMONT 


As an engineer and businessman, I have spent a lifetime working with small 
business. As a member of the Senate Finance Committee, I am concerned with 
our Federal tax structure. On both accounts I am keenly interested in the prob- 
lem before this committee. Also, it is of particular interest to Vermont because 
small business is a rather larger proportion of our economy than in most States. 

I am very happy to be able to be represented here today at the hearing in our 
New England area. 

It has become increasingly clear that small business is handicapped in many 
respects by some present Federal tax laws. If small business is to prosper, 
there must be improvements made. 

Many a small business today is wiped out on the death of its owner because 
of the necessity of forced liquidation to pay estate taxes. Permitting such a tax 
to be paid over a period of years might make all the difference as to whether a 
small business could carry on. Allowing the same accelerated depreciation for 
used equipment as for new, permitting a small corporation the alternative of being 
taxed as a partnership, and other such proposals should be carefully studied. 

The 1953 report of this committee led to legislation of considerable benefit to 
small business. I hope that the suggestions now before the committee will lead 
to even more help. 

I shall watch with interest the development of the omnibus small-business tax 
bill. It will be of major concern when it comes to us in the Finance Committee 
next year. 


Senator Smaruers. Then there is also a telegram from Hon. Edith 
Nourse Rogers, addressed to Senator Sparkman, and a statement 
which has been submitted by Congressman Torbert H. Macdonald; 
and, if there is no objection, we will make them a part of the record. 

(The telegram and statement referred to follow :) 


EXHIBIT 15 


TELEGRAM FrRomM Hon. EpitruH Nourst RoGers 


LOWELL, Mass., September 30, 1957. 
Hon. JOHN J. SPARKMAN, 
United States Senator, Boston, Mass.: 

Welcome to Massachusetts. Deeply regret I am called out of the State and 
eannot attend your hearing. Am very grateful for everything you can do to 
help us with small business. 

Epiru Nourse Roacers, 
Member of Congress. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., September 28, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Federal Courthouse, Boston, Mass. 

DraR Mr. CHAIRMAN: I respectfully submit for the consideration of your 
Senznte Small Business Committee the attached statement on the impact of 
Federal taxation on small business. 

I hope you will make this statement a part of the hearing record and that 
your committee will give my views consideration in your deliberations and 
study of small business taxation. 

Sincerely yours, 
TorsBert H. MAcDONALD, Member of Congress. 


STATEMENT OF Hon. Torseert H. MAcbdONALD, A REPRESENTATIVE IN CONGRESS 
FROM THE COMMONWEALTH OF MASSACHUSETTS 


Mr. Chairman and members of the committee, I deeply appreciate the op- 
portunity to express my views on the important question of tax relief for small 
businesses in this country. 
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There are, as you know, many doinestic problems which call for immediate 
action by the Congress but none of these problems require more attention than 
those relating to small business. 

Therefore, | wish to commend highly the excellent work of your committee. 
As an inevitable result of the hearings here in Boston as well as in the other 
14 major cities of the United States an impressive and invaluable record is 
being compiled which will furnish the Congress and the American people with 
the facts needed to enact constructive legislation for the tax relief of small 
businesses. 

We are all deeply concerned about the current problems of small business. 
While the country in general has been enjoying a period of unprecedented pros- 
perity, the small-business community has not shared the pattern of increased 
sales and profits since World War Il. The earnings of the big corporations have 
grown decidedly in the postwar years but a Small Business Administration 
survey shows that small-business earnings have shrunk from 13.3 percent of 
the total corporate manufacturers’ earnings in 1947 to 4.5 percent in 1955. 
Now more than 75 percent of all corporate income is received by 1 percent of 
the American corporations. We often forget that well over 90 percent of all busi- 
ness is small business, by any accepted definition. ; 

The small-business man has many handicaps in our competitive free-enter- 
prise system. The very size of his business increases the hazards of successful 
coexistence. The use of mass production methods and automation is prohibi- 
tively expensive, national advertising campaigns or large-scale research pro- 
grams, so essential to market development, are financially out of his reach, 
and the benefits of industrial diversification which could help him in weathering 
an unfavorable economic climate are denied him by his size. But the scarcity 
of credit on reasonable terms has been his major stumbling block. The need 
for working capital grows more acute each time the Federal Reserve Board 
raises the interest rates. The small-business man is unable to generate sufficient 
internal financing to cope with his long-range capital needs. 

Small business essentially must depend on whatever profits it can plow back 
into the business, after taxes have been deducted, to finance expansion. In the 
period from 1953 to 1955, 87 percent of physical expansion of all nonfinancial 
businesses was paid for out of retained earnings. The organized security 
markets, for all practical purposes, have been closed to small business, hecause 
the brokerage costs for floating a small issue of stock can run as high as 20 to 
30 percent of the issue’s value and because of the necessity of offering a high 
percentage return to attract wary investors. The tight money policy and the 
interest rates, which have reached the highest point since the 1930's, multiply 
small businesses’ difficulties in negotiating long-term bank loans. 

There is no question that our present tax structure has contributed to the 
financial handicaps of small business. The corporate income tax reduces vital 
retained earnings and tends to discourage venture capital. This tax does not 
have the graduated features of the individual income tax and certainly cannot 
be said to be based on a business’ ability to pay. In addition, the small owner 
faces a personal income tax on his salary and on any profits he should withdraw 
from the business. ‘The steeply progressive rates of the individual income tax 
are a chief obstacle to further reinvestment in his own business. 

Though not by congressional intent, many of the sections of our tax code 
tend to discriminate against small business. Beeause of its innate smallness 
and its inability internally to charge losses off against profit items, small business 
has to pay sizable taxes in its profitable years and then later may face hank- 
ruptcy by its losses. Some provision should be made for balancing losses against 
profits over an extended period. Large companies in a position to influence the 
market can set their prices high enough to cover their tax liabilities. But small 
business is unable to shift its tax burden to the consumer. Recent revisions in 
our tax laws, in essence, provide a “subsidy” for national advertising and re- 
search and help large corporations to grow larger. The legislation designed to 
stimulate stock option and pension plans expressly excludes the small unin- 
corporated business owner. The liberalization of the depreciation allowances 
available on new plants and equipment offers little benefit to small business, 
which frequently must rely on old plants and secondhand machinery. It is not 
surprising that many of our small-business men consider a revision of our tax 
legislation the most important thing the Congress can do to assist them. 

Taxes have played an important role in the growing number of mergers, for 
they provide two incentives for the small-business man to sell out. One is to 
lessen the impact of his estate taxes and the other is to withdraw the profits of 
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his business through capital gains rather than through more highly taxed divi- 
dends. The tax-saving inducements to dispose of a successful business are fre- 
quently irresistible. 

Steps must be taken to modify the corporate and individual income-tax codes 
in such a way as to stimulate and encourage the growth of successful, inde- 
pendent small businesses and at the same time discourage the growing trend 
toward mergers. There is little doubt in my mind as to the necessity of revising 
our tax structure to bring equality to all segments of the economic community 
and increase competitive opportunity. 

Your distinguished chairman and others introduced five tax-relief measures 
for small business during the early days of the 1st session of the 85th Congress. 
I strongly support these bills, and I hope they will be given careful consideration 
by this committee. I think they go a long way toward correcting the restrictive 
effects and the inequalities of our existing tax laws. 

One measure proposes a graduated corporate income tax, calling for a 5-per- 
cent tax on the first $5,000 of income and gradually increasing to a top rate of 
55 percent on income over $100,000. This proposal would bring a tax saving to 
all corporations having up to $375,000 net income, or 98 percent of all corpora- 
tions. It would increase the tax burden, by up to 5 percent, for the remaining 
2 percent of the corporations. If the Government could afford a tax loss of $900 
million, the top rate could be retained at the present 52 percent and no one 
would have to pay larger taxes. This measure would increase the Government’s 
tax receipts by $90 million to $100 million. Most important, it would mean a tax 
reduction of over 83 percent for corporations earning less than $5,000 net annual 
income. According to Treasury statistics this represents 47 percent of all cor- 
porations. I can see no reason why we have one principle for taxing personal 
incomes and another for taxing corporate incomes. If the concept of graduating 
income taxes for the individual is sound, then the graduated corporate tax sug- 
gested here is equally sound. 

I have mentioned small business’s general exclusion from the benefits of recent 
accelerated depreciation legislation. Your chairman has recommended that 
the Congress extend the same accelerated depreciation privileges to the pur- 
chasers of used equipment. As used equipment is already nearer to obsolescence, 
it seems only just that businesses should write off its cost in a relatively short 
period of time. This tax proposal would only apply to the first $50,000 worth of 
equipment purchased in a year. However, a businessman has the option of 
lumping his depreciation benefits for 5 years together in 1 year, if he wishes to 
do so. This would entail a temporary loss of approximately $25 million in Fed- 
eral taxes, but in the long run increased business profits would provide more tax 
dollars. The President’s Cabinet Committee on Small Business made a recom- 
mendation along these lines in its report of August 7, 1956. The benefits of 
rapid amortization allowances should not be extended exclusively to those who 
are financially able to purchase new capital assets. 

To ease the damaging effects of estate taxes, your chairman has introduced a 
bill to permit their payment in installments over a 10-year period. In cases of 
proven hardship this period is to be extended to 20 years. Frequently when a 
small-business owner dies cash must be found to pay his estate taxes before the 
present 15-month deadline. Though a business may be prosperous, its value is 
seldom in liquid assets. To raise the necessary taxes, the business may have to 
be sold under very disadvantageous conditions. This results in depriving the 
heirs of their proper inheritance and future income, and it advances the trend 
toward greater industrial concentration. Though the Treasury would have a 
temporary reduction in revenues, this provision would create increased vitality 
in the business community and a healthier overall economy. 

Your chairman’s fourth measure would permit sole proprietors or partners 
of an unincorporated business to be treated as employees under a qualified bonus 
plan and would make them eligible for the attractive tax exemptions offered 
only to corporate business executives today. The present law discriminates 
against a majority of the small-business men in this country and deprives them 
of the same benefits accorded their corporate competitors. 

Finally, your chairman would grant to corporations with not more than 10 
stockholders, all active in the business, the option to be taxed as partnerships, 
and thus avoid double taxation on their dividends, and the surtax on surplus 
eorporate accumulations. This provision could cost the Government an esti- 
mated $50 million a year, but it would be more than made up by the increased 
revenues from the graduated corporate income tax. These last three recom- 
mendations were all supported in the President’s Cabinet Committee report. 
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Mr. Chairman, the small-business man is a major economic force in America, 
and our free-enterprise system will stand or fall in the years ahead to the extent 
that he prospers. Therefore, I sincerely urge this committee to carefully con- 
sider these above proposals for much-needed tax relief for small business. 

Senator Smaruers. For me, it is a personal pleasure to be in the 
home State of my good friend and your very able senior Senator, 
Leverett Saltonstall, one of the more able and more conscientious 
public servants that we have down in Washington. 

Just as soon as I make a brief statement with respect to this par- 
ticular hearing, I am going to ask you, Senator, if you would take 
over as host and run these particular proceedings this morning. 

This is the fourth in a series of hearings being conducted through- 
out the Nation by the Select Committee on Small Business concerning 
the effect of Federal tax programs upon the smaller firms of our 
economy. 

Although we are well aware that there are many and varied prob- 
lems currently confronting the small-business community, these ae 
ings will be limited to a consideration of Federal tax matters only. 

A similar program was undertaken by this committee some 5 years 
ago, at which time 7 cities were visited and testimony was received 
from over 100 witnesses. At the conclusion of that study a unanimous 
report was filed with the Senate setting forth the findings and recom- 
mendations of the committee. I am happy to say that most of the 
recommendations of that report were subsequently written into law, 
much to the benefit and assistance of the small-business man. 

I am certain that most of you in this room realize that in these 
times, all is not well with the small-business man. It has become evi- 
dent that a number of the ills besetting this highly important segment 
of our economy grow out of our Federal tax laws. Once again, there- 
fore, the ee of this committee have concluded that it is neces- 
sary to consult directly with representatives of American small busi- 
ness in order to obtain their views and recommendations regarding 
these problems. 

The purpose of this study is actually twofold. Initially, we hope 
to learn from you spokesmen, and from the committee’s own research 
and study, the extent to which the Federal tax system currently im- 
poses an unfair burden upon small business. 

Secondly, we want the benefit of the views and recommendations 
of you witnesses concerning the various proposals which have already 
been made in the Congress to relieve small business from such unfair 
burdens. 

I am certain that all of you realize that we in Congress must rely 
to a great extent upon the advice and counsel that we receive from 
our constituencies. On behalf of all of the members of this commit- 
tee, 1 want to thank the representatives of the State and local govern- 
ments, of business and trade associations and labor organizations, and 
particularly the individual witnesses from the small companies, for 
taking the time to prepare your very helpful testimony and to per- 
sonally attend these hearings. 

As a result of my service as a member of the Senate Finance Com- 
mittee, I feel that I have gained some understanding of the annual 
fiscal requirements of our Government. My information in this field 
leads me to believe that a modest revenue surplus will accrue during 
this present fiscal year. 
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I believe that such a surplus should be utilized to alleviate certain 
disproportionate burdens that are being carried by various classes 
of our taxpayers, and particularly the small-business man. 

I further think that an appreciably large number of us in the Con- 
gress are agreed that small-business men rank high on the list of 
those deserving immediate attention with respect to tax relief. 

We have endeavored to schedule representatives of all types of small 
business during these hearings. A number of spokesmen for various 
professional groups, serving small business, have also been asked 
to testify, as have representatives of local and State governments 
and educational institutions. 

From the testimony of these witnesses, the committee hopes to ob- 
tain a comprehensive and meaningful picture of the specific Federal 

tax problems facing small business tod: ay. 

Upon completion of these hearings later this fall, the 13 members 
of the committee will compile a report setting forth the conclusions 
we have reached as a result of our study, with a view toward drafting 
an omnibus small-business tax relief bill for submission to the Senate 
early in the next session of Congress. 

Gentlemen, I would like to recognize for the record Mr. Frank 
Morrissey, who is the very capable and able representative of Sena- 
tor Kennedy, who could not be here. 

Then we have other representatives here. We have Mr. Brad- 
ford Morse, the administrative assistant to Senator Saltonstall, who is 
here; and of course I want to recognize for you gentlemen particu- 
larly Mr. Walter Stults, our staff director; the handsome young gen- 
tlenan with the short crew cut, Mr. William Eric kson, tax counsel 
over here on my left; Mr. Robert Weadock, staff member, over here 
in the brown suit; and I have already recognized Frank Morrissey ; 
and Hayward Carleton, the legislative assistant to Senator Fl: inders, 
is here, 

We are happy to have all you gentlemen. 

Now, Senator Saltonstall, we are happy to turn this meeting over 
to you, and we will ask you, if you will, to run it from this point on. 

Senator Sauronsraty. Mr. Chairman, Senator Smathers, may I 
just say first it is a great pleasure to have you in Boston, Mass., always, 
as a friend of my colleague, John Kennedy, whom we all respect, and 
as a student, and for personal political reasons if they are not too 
partisan. But I am sorry to hear that you have been here on any 
sickness problems. 

I can just say, gentlemen, if Senator Smathers has been here be- 
cause of sickness, he certainly is well cured, because 1 have seen him 
on the golf course. I know he shoots in the low 70’s; and if there 
have been any physical disabilities, we are very proud that Massachu- 
setts has put him back on his feet to such an extent. 

Senator Saatrners. Thank you, Senator. That is exactly right. 
I owe Massachusetts a great deal, even shooting in the 70’s 

Senator Saurronstatu. He is a distinguished Member of the Senate, 
and I am certainly pleased to have him here. 

I am sure I speak, Senator Smathers, for all businessmen of this 
city of Massachusetts, and of all New England when I state that we 
are grateful to the Senate Small Business Committee for coming to 
us to hear of the experiences of New England small-business men with 
Federal tax laws and their recommendations concerning these laws. 
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The committee has received some helpful testimony from business- 
men in the Far West. I am certain that those we are about to hear— 
both through oral testimony and written statements—will also make 
a substantial contribution to the understanding of the nature of small- 
business tax problems and of the various means by which the prob- 
lems can be minimized. 

As a member and former chairman of the Senate Armed Services 
Committee, I receive daily reminders why the United States Govern- 
ment must raise such large amounts of revenue—and I am sure that 
no one in this room today would wish us to maintain inadequate mili- 
tary defense forces or in any way jeopardize our national security. 

Similarly, I have served on the Senate Small Business Committee 
ever since it was first established in 1950, and as a member of this com- 
mittee I am daily made aware of the problems which high-tax levies 
pose to independent enterprise. 

At first glance, this appears to be a dilemma from which there is 
no escape; but I ‘hope that we will find, through these hearings, ap- 
proaches which will lead us to a solution. 

Certain proposals have already been advanced by our committee, 
by President Kisenhower’s C abinet Committee on Small Business, and 
by others, which can serve as a basis for positive action during the 
next session of the 85th Congress. 

Some of these recommendations can be put into law without sacri- 
ficing large amounts of necessary revenue, while at the same time 
substantially helping small business. 

Previous hearings held by this committee and recommendations 
which stemmed from these hearings have been, in past years, L think, 
beneficial to the 4 million small-business men of our Nation. I have 
every hope that our present eiforts will be equaily as successful. 

There are constantly conflicting pressures In Government, as we all 
realize, but I think it m: iy be helpful for us to note that although the 
Kisenhower administration made a tax cut greater than any in history 
in 1954, the loss of revenue which resulted has already been made up 
through the expansion of our economy. 

The faith that the administration demonstrated in the American 
system 3 years ago has certainly proved to be justified. We made a 
wise investment. Small, independent enterprise has been a dynamic 
force in the growth of our country. 

[ am confident that the members of the Senate Small Business Com- 
mittee who are privileged to hear the testimony that will be presented 
to us in the course of our study will do all in their power to insure 
that this most important segment of our economy receives fair and 
reasonable treatment under our tax laws. 

I might add to that short prepared statement that Senator Smathers 
and the Finance Committee of the Senate are still in the process of 
a very thoughtful and thorough study of the whole problem of taxa- 
tion and revenue in our Government, so it is ver y helpful to have him 
here to preside over these hearings. 

Now, Mr. Chairman, as you have stated, if you wish to have me open, 
I will be glad to do so. I understand, though, that Congressman 
Laurence Curtis is here. He represents the Greater Boston area, and 
he has a very brief statement he would like to make. 
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STATEMENT OF HON. LAURENCE CURTIS, A REPRESENTATIVE IN 
CONGRESS FROM THE 10TH DISTRICT OF MASSACHUSETTS 


Mr. Curtis. Mr. Chairman and members of the committee, our Sen- 
ator at the first opening of this meeting spoke of certain formalities 
which take place at the beginning of a hearing, and maybe what I 
have to say should be classed as one of those formalities. But as a 
Member of the other branch of Congress, I want to join my senior 
Senator from Massachusetts in extending a welcome to this distin- 
guished committee of the Senate, and express appreciation for their 
coming to this area to hear of these problems. 

These problems are of great importance to this area. This is an 
area where small business predominates. One of our leading associa- 
tions of small-business men have informed me that 50 percent of their 
large membership employ less than 100 men, and so these problems 
are of great importance to this area, and I feel sure that we will derive 
much benefit from these hearings. 

You will have the help and assistance of a very able association, 
private association, of small-business men. I think the name is the 
New England Association of Small Business. And you will also have 
the help ‘of the fine regional office under the leadership of Mr. Stewart, 
which has offices around the corner here. 

Obviously, these tax problems are of more importance to small 
business than to larger business, because if they cannot plow back 

earnings and keep a satisfactory position they can never grow and 
compete. 

It certainly gives one cause, Mr. Chairman, to ask oneself the ques- 
tion: Could Henry Ford have ever built up the tremendous business 
he did under the present tax program ¢ 

If the answer is “No,” that shows the importance of this issue, not 
only to our area but to our whole Nation. 

So, again I express appreciation for your being here and giving 
me 1 or 2 minutes of formality, and I wish you every success in these 
efforts. 

Senator SauronsratL. Thank you, Congressman Curtis. We appre- 
ciate those remarks. 

Our first-witness scheduled is Dr. Seymour E. Harris, chairman of 
the department of economics at Harvard. 

Professor Harris? 


STATEMENT OF SEYMOUR E. HARRIS, CHAIRMAN, ECONOMICS 
DEPARTMENT, HARVARD UNIVERSITY, AND CHAIRMAN, NEW 
ENGLAND GOVERNORS’ TEXTILE COMMITTEE, REPRESENTING 
GOVERNOR FURCOLO OF MASSACHUSETTS 


Mr. Harris. Senator Saltonstall, I want to make clear that I am 
representing Governor Furcolo, and I am not representing the uni- 
versity nor the New England Governors’ Textile Committee, of which 
I am chairman. 

I understand this is to be a nonpartisan hearing, so I shall try to 
dim my usual partisan position. 

Senator SarronstaLi. Well, Senator Smathers is in charge of the 
hearing; he has very courteously turned it over to me. So how par- 
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tisan you become is a problem of his, and I will try to offset it if it 
becomes too partisan. [Laughter.] 

Senator Smaruers. I was just getting ready to say I wanted to 
hear on which side you were going to be partisan before I made a 
ruling. [Laughter. ] 

You go right ahead. 

Mr. Harris. I will do my best to conceal my partisanship, although 
Iam not a very good actor. 

As Congressman Curtis said, as I was coming in, we in this area are 
very much interested in this problem. I think New England is very 
largely a small-business region. It does not have the very heavy con- 
centration of large business that other regions do. 

We are particularly interested because we have old industry losing 
ground, and we are anxious to get new industries into this area. And 
we think that proper treatment of small business might have a con- 
siderable effect on this score. 

We have a number of industries that operate on relatively low 
profits, and therefore have relatively low sums of money available for 
expansion, and for this reason, also, it is important that something be 
done for small business in this area. 

I might say that Governor Furcolo has been very much interested 
in this problem. He has been interested in the high money rates, and 
he has tried to do something about this. He feels that taxes are espe- 
cially high in this State. We have one of the heaviest corporation 
taxes in the Nation, and one of the heaviest income taxes. For this 
reason, Governor Furcolo wanted to cut down the tax burden of this 
community by redistributing taxes through a sales tax. 

We feel that on the w hole, there has been adequate treatment of the 
problem of surplus-labor towns. There has been a failure to divert 
contracts to this region, to provide adequate credit, to reduce mergers, 
to correct tax abuses, and to provide help generally for labor-surplus 
areas. 

For all these reasons, we feel that having failed in these other areas, 
perhaps the only opening now is tax reform. 

I might point out, Senator, that the problem of taxes is a disease 
that is related to the problem of credit; and we have both these dis- 
eases now that are troubling us, excessive taxes on small business, and 
an inability to get credit. And these are related diseases because if 
you cannot get “credit, you cannot expand your business. If your 
taxes are high, you do not have the resources available to expand your 
business. 

Now, just a word about the tight money which is so important. 
Senator Smathers, I sat arotnd those hearings of the Byrd commit- 
tee for a couple of weeks listening to you and others discussing these 
problems, and I am sure as a result of these two volumes on problems 
that have come out that you know more about this problem than I do. 
But I just want to say a word about this. 

Senator Smaruers. For the record, I want to make a disclaimer of 
that. I heard them, but I do not want to admit to what the gentle- 
man has said. But they were very interesting hearings. I think he 
knows a great deal more than I. 

Mr. Harrts. As we all know, small business depends upon its own 
resources largely and credit. But with heavy taxes, it is at a disad- 
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vantage with the giants that were able to accumulate their resources 
when taxes were relatively low. 

The tight-money policy affects particularly these small businesses, 
because the larger corporations can pass the money on, either to the tax 
collector or the consumer , but small business is not in as good a posi- 
tion. 

Small business has been hit harder by the recent tight-money policy, 
and therefore is more nearly in need of large resources than is true of 
large business. 

As we all know, the President’s Cabinet Committee made some inter- 
esting recommendations for small business in its report of August 
1956. I will not get political and say that this particular report was 
issued in the midst of a campaign, Senator Smathers, but the sugges- 
tions were certainly worth while considering. 

I shall not go into detail. They are all listed here in this paper. 
But the general approach was to provide six or seven hundred million 
dollars of tax relief to small business. 

The major proposal was to cut the rate on small business from 30 
percent to 20 percent on incomes up to $25,000. There were a number 
of other worthwhile suggestions. I think in particular the one for 
providing a certain amount of accelerated depreciation for small busi- 
ness would be a very desirable reform, because here again, large busi- 
ness has had an advantage, as I shall show in a minute. 

I think also the provision that they be given the option of paying off 
the estate tax over a longer period of time would help small business 
a good deal. 

Now, these recommendations of the Cabinet Committee, I think on 
the whole are very good, but unfortunately very little has been done to 
implement them, and I quote you what the President had to say in the 


» 


Economic Report of the President of January 1957, p. 53: 


* * * The Cabinet Committee on Small Business made a careful study of tax 
changes that would benefit small-business concerns * * * The Congress should 
give early consideration to those Cabinet Committee recommendations for tax 
relief that would involve only a minimum loss of revenue— 
italicizing “minimum loss of revenue.” 

* * * Consideration of further changes should be deferred until such time asa 
general tax reduction is possible. 

Now, Senator, I think this is a crucial issue, whether we give small 
relief to small business when we can have a general tax reduction, or 
whether we give tax relief to small business—period. 

I believe that—of course, nobody knows what the appropriate tax 
policy is as of 1958. Many of us ec onomists see some signs of declin- 
ing business activity; and I think that in general, if you read the 
business journals, there is a good deal of pessimism right now. 

Obviously, if we have a recession in 1958, there will be no difficulty 
about getting tax reduction. The Democrats, like the Republicans, in 
gener al, I think, are looking in that direction. 

If inflation continues and we do not have a recession, as an econo- 
mist, I would be inclined to recommend a rise in taxes rather than a de- 
cline, but I know very well this is out, politically. But at least the 
economics of the issue should be brought out. 

Therefore, what I argue is that irrespective of what is done about 
general tax policy, and this would be determined by the status of in- 
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flation and the business situation in 1958, irrespective of that, it seems 
to me small business ought to have some relief. And in a number of 
tax proposals, those made, for example, by Senator Sparkman, and 
also the proposals that were made by Senator Fulbright and about 
eight other Senators, including a number of Republicans, these pro- 
posals : all make it possible to have relief for small business without any 
loss of revenue. 

So that it seems to me that on that point, I would be inclined to dis- 
agree with the President and say that irrespective of whether we have 
tax reduction or not, we can give some relief to small business by a 
redistribution of the tax burden between the small cor poration and the 
large corporation. 

I will not bother to read you this long excerpt from Senator Ful- 
bright’s speech before the Senate some time ago which summarized 
his } position, but I note in the Senate Small Business Report, the last 
report, there is a long discussion of Senator Sparkman’s proposals, 
which in general are ‘along the same general line, and would put a 
much heavier burden on the large corporation and a smaller burden 
on the smaller corporation or small business. 

Now let me come to the problem of tax reform, and the failure to 
slow down mergers. 

[ think in general this has been a disappointing episode in Ameri- 
‘an economic history. There is no doubt about it that big business is 
getting larger. There is no doubt about it that small business is hav- 
ing some difficulties. And there is no doubt about it that the tax pro- 
visions make it easier to effect these mergers. 

As chairman of the New England Governors’ Textile Committee, I 
have discussed this matter with the Under Secretary of the Treasury, 
with the two relevant congressional committees, and with almost every 
other official in W ashington, to see what could be done about stopping 
the mergers which are “hi ving a serious effect on the New E ngland 
economy. Many of our textile mills are closed down as a result, some- 
times whole textile towns. 

Now, it is my understanding that the 1954 tax codification took care 
of this matter, and in this particular instance what the 1954 legislation 
said was that if a tax merger is effected, and that if this merger is ef- 
fected to a large degree to get tax avoidance, that this problem could 
be dealt with by the Government by refusing to allow the merger. 

I tried for the last few years to find a single case where a merger 
was stopped on this score. In fact, Senator Anderson asked Secretary 
Humphrey during the recent Byrd hearings whether he knew of any 
such episode, and Secretary Humphrey could not reveal any such 
episode. 

So that this remains a dead letter, and meanwhile these mergers 
continue, which are indeed a very serious matter for the New England 
economy. 

I hope that Senator Saltonstall will look into this, and he has al- 
ways cooperated on the textile picture, and this has been a nonparti- 
san operation, and I would be very glad to present to Senator Salton- 
stall some of the relevant literature on this, and how many attempts 
we have made to get some action from Washington to stop these mer- 
gers which we think are relatively harmful to ‘New England. 

One of the best studies ever made of this problem, for ex xample, at 
the Business School at Harvard, by Butters, Lintner & Brown, the 
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“Effects of Taxation on Corporate Mergers,” on page 16 it was said 
taxes were— 

a major reason for the sale for about two-fifths, or a little more, of the trans- 
actions in which the selling company had assets of between $15 million and $50 
million as of the date of sale, for between one-fourth and one-third of the com- 
panies sold in the $5 to $15 million asset size class for a little over one-fifth of 
the companies in the $1 to $5 million class, and only rarely for the sale of com- 
panies with assets of under $1 million. 

In other words, substantial mergers were effected, and a substantial 
part of all mergers by relatively large corporations in order to get 
tax avoidance. 

This tax avoidance is partly a matter of capital gains rather than 
paying regular taxes. It is partly a matter of a change of security 
without paying taxes, and it is partly a matter of the company using 
the losses of a merged company to reduce its taxes. As I say, the 
textile industry in particular has been affected by this. 

Senator SatronstaLu. For which reason do you think the most; the 
latter ? 

Mr. Harris. You mean why the textile companies have been af- 
fected ? 

Senator SatronstaLy. Yes. I mean why there have been—you have 
given three reasons. 

Mr. Harris. Yes. 

Senator SatTronsTaLt. What appealed to me was the loss factor. 

Mr. Harris. Yes, I think the loss factor, in my estimate. I think 
it is a matter of judgment rather than a statistical fact. I would say 
the loss factor has been a very important consideration. 

Senator SauronsTatu. Yes. 

Senator Smaruers. Doctor right along this line is it not a fact under 
the present law, we see the large corporations, for example, hunt 
around to purchase weak or marginal corporations which have a loss 
so that they can buy them up, and while they are increasing their 
assets, increasing their physical position, they are at the same time re- 
ducing their tax burden because of the loss carryover provisions in 
the tax laws? 

Mr. Harris. That is exactly right, Senator. You probably know a 
whole new industry has developed to bring these partners together. 
It is sort of a parasitic affair. 

Senator Smaruers. That is right. 

Mr. Harris. But there are corporations that watch for every vul- 
nerable corporation, and they will, for example, point out to the own- 
ers of this corporation that, “You have so much machinery, your stocks 
are worth so much. Now, we can effect a transaction by which the 
value of your stock will go up, and you can sell your machinery for 
what you can get for it, and this other corporation will buy you up. 
And if your stock is now worth a million dollars, it may be worth 
$2 million after this merger.” 

Senator Smaruers. Is it not also a fact, and again this is non- 
political, but speaking as economics only 


Mr. Harris. Yes. 





Senator Smaruers (continuing). That the fact that small business 
is not able to have credit lines open to them, where they are not able 
to buy new machinery and improve their technical development, that 
having this sort of tight-money policy where they cannot borrow 
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because they are not good credit risks any longer, it makes them more 
susceptible to the offer of the bi company when the man comes to 
them and says, “Well, it is inevitable under the present fiscal program 
that you will not be able to get the money you need to keep up and 
be competitive ; you might as well sell to us.’ 

And es naturally, being people who like to eat three meals a day 
and get as much out of their business as they can, it looks to them, 
and on the face of the present fiscal program, they had better do that 
while they have a good opportunity to sell, and that encourages them 
to sell, and this march of mergers grows faster and greater all the 
time. 

Mr. Harris. That is exactly right, Senator. And, of course, where 
you have industries, say, like leather and textiles, up here, where your 
profits are relatively low, very low, these are the industries or the 
firms that are turned down more quickly by the credit people, because 
he is a little larger risk. 

So, when you get a situation as you have had in the last year, where 
the total increase in oy of money is only 1 percent as compared 
to an average of much above 3 percent over the years, the net result 
obviously is the first one to be treated badly by the credit people are 
the smaller and less profitable firms, so there is an interre sitions 
between the credit issue and the tax issue, with taxes taking away a 
lot of money, and with lack of credit these firms are hit hard. 

Senator Smaruers. Let me ask you a point for my own education, 
and this is, so far as I am concerned, the $64 question in this whole 
thing. 

We hear of the evils of inflation, and I think everyone would agree 
that there is a great danger in inflation, and the justification for the 
present tight-money policy is that it is an effort to combat inflation. 
But in combating it in this fashion, what happens is, is it not, that only 
the marginal, the small, the people who do not have reserves, who do 
not have available to them these great credit lines, they are the ones 
who are getting squeezed out, and they are the ones who are being 
sacrificed, so to speak, in order to combat this so-called inflation ¢ 

Do you believe that there is a better or another way you can combat 
inflation without grinding out the small-business segment in our 
economy ¢ 

Mr. Harris. Senator, I really do. Of course, I have been critical of 
this dear money policy, and I think, as you quite rightly said, the major 
reason for this criticism is that it resulis in a bad distribution of credit. 

I think we are all interested in stopping the inflation, although it is 
a matter of degree. I think what troubles us now is, we have had the 
greatest inflation in the last 2 years we have ever had in peacetime, per 
year, and this is very serious, and we are all anxious to stop it. 

Now, the problem is, how do you do it? 

The Government at the present time has been concentrating on 
monetary policy and reducing the supply of money. My own feeling 
is that monetary policy is, of course, relevant, but that you have to 
deal with this problem in various ways; and in any case, where you 
have a local infection of some particular part of the economy borrow- 
ing too much, then we ought to deprive that part of the economy of 
some of the credit. We do that in housing, for example, by varying 
terms at the present time. 
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What you get now, therefore, is an overall attack on the problem 
which hits everybody. It were as though a doctor who was trying to 
deal with a local infection deprived the patient of all his air or blood, 
or something of that sort; and, therefore, my own position would be 
that we deal with this problem by segmentating the markets. 

For example, why doesn’t the Feder al Reserve ask for help in deal- 
ing with consumer credit as it does deal with the stock-market credit, 
and so forth? That would be one approach. 

The other approach, it seems to me, is a somewhat different one. 
I would also, for example, see that each segment were deprived of ex- 
cessive supplies of cash, including the large corporation, which on the 
whole has not cut down on its investment despite the high rate of in- 
terest. 

What has happened in recent years has been that the banks of the 
country have been forced, and all financial institutions, to dispose of 
their Government bonds at a very rapid rate and turn this money over 
largely to the corporations, particularly the larger corporations. 

Now, it is not fair for the banking system and the financial institu- 
tions of the country to desert the Government bond market any more 
than it was fair for the Government in 1951 to pay excessive attention 
to the Government bond market. 

There is a certain degree of fairness, because, after all, the Govern- 
ment, taking about 25 percent of the Nation’s cash, has a very impor- 

tant part to play, and they should have a fair share of the financial 
resources. 

So what has happened now has been a high-money-rate policy that 
has hit particularly small business, hit the Government market, 
brought a virtual panic in the Government bond market, has made it 
very ‘difficult for the small school district to borrow mone v, and there 
is an unfair distribution. 

There are various things you can do. For example, the biggest 
increase in the cost of living in the last 4 years has been in medicine, 
an 18-percent rise in medicine. Now, the reason for this is that our 
institutional factors have been changing. We spend much more 
money on medicine, but we do not have a corresponding increase in 
doctors, hospital beds, nurses, and that sort of thing. So that to deal 
with that particular kind of inflation we need more medical resources. 

In the case of farming, for example, we pay farmers to cut produc- 
tion, which increases prices. We ought to pay farmers for increasing 
production. 

I think there is a good deal of sentiment, even in the South, now for 
changing our cotton program and making it a one-price cotton, and 
which I am sure the Senator here would approve of, and I would per- 
sonally, and I think this would help both New England and the South, 
because instead of paying farmers to produce less cotton, it would be 
to produce more cotton. This would be true for every commodity, 
and we would have larger supplies and lower prices, and this would 
be a factor in the textile industry. I could go on, Senator, but I do 
not think you want to hear it. 

Senator Smaruers. As I say, I do not want to take up too much 
time here, Mr. Chairman. 

Mr. Harris. Yes. 

Senator Smarners. But we are searching for information, and we 
have been wrestling around with this problem on the Byrd committee 
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for a long time, and we have these economists, Dr. Harris and others, 
who come and talk to us, and it takes some of us less edue ated fellows 
a little while to understand just exactly what they are saying. 

Right on the cotton program, the philosophy I get behind it is that 
more production, more productivity, and more “production results, 
therefore, in more goods, and thereby in a less demand for them, and 
thereby a lower price. 

Mr. Harris. That is right. 

Senator Smaruers. Less competition. 

If that is a good philosophy, economic philosophy, to follow with 
respect to cotton, and I agree it is, then why is it not also a good phi- 
losophy to follow with respect to combating this whole program of in- 
flation / 

For example, here in New England, in the leather business, the shoe 
business, and textiles, and so on. And if that is a good philosophy, 
then rather than make money more difficult to get as the Federal Re- 
serve and the Secretary of the Treasury are doing, it would seem to me 
if they made more money accessible to the small-business men where 
they could actually expand and produce more, while their general 
prices would go down, the volume of business would be such—not the 
volume of business but the productivity would be such that there 
would be, maybe, in some instances, an overabundance of the article, 
thereby reducing the inflationary pressures and reducing it in a muc h 
more satisfac tory way in the light of our increasing economy ; that is, 
the growth of the population and growth of demand and everything 
else—a much more healthy way to do it than this restricted way which, 
if followed, it seems to me, very much further, is bound to lead us into 
very serious trouble where we have a fantastic demand for too few 
goods. And then we have only got 3 or 4 large corporations which are 
controlling the production of everything. 

Mr. Harris. Senator, agree with you a hundred percent, and let me 
put it this way: You say we ought to have more money, and I say so, 
too, because more money means lower rates of interest. 

Now, the present policy has been one of reducing the supply of 
money and r: ae the rate of interest. Why raise the rate of interest ? 
In order to cut down investment. That is the idea. 

Senator Smaruers. That is right. 

Mr. Harris. Why should you cut down investment if you are afraid 
of inflation, because investment is the one thing that increases pro- 
ductivity and keeps costs down. So we are operating exactly in the 
wrong way and along the lines of a depression. 

[ do not want to say we are going to have a depression, because this 
in itself has a bad effect, but I will say this on the basis of history. We 
have never had such a long, sustamed period of high money rates 
without some business reaction; and if we do have it this time, it will 
be the first time in American history it has ever happened. 

Iam not saying that it will not happen. We may avoid a recession. 
But it will be the first time it has ever happened, of that I am sure. 

So that I agree with you a hundred percent, Senator. 

I am afraid Senator Saltonstall may feel you and I are getting a 
little political here. 

Senator Smaruers. I find even some of the Republican Senators 
who sit on the Finance Committee take the same position as we do, 


Mr. Harrts. Yes. 
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Senator Smatuers. It is a matter of economics, and I think it is 
this: We would agree that Senator Saltonstall and this administra- 
tion, it is their desire, certainly it is the President’s desire, 1 would 
not want to go all through the administration, but the President’s 
desire is the same as ours. I think he wants to see a well-balanced 
eee He is getting advice from some people, however, whose 
particular experience in the money field has been different from that 
which others of us have had. 

Mr. Harris. Yes. 

Senator Smatuers. But I think his desire, and I know the Sena- 
tor’s here, and many Republican Senators’ desire, is just as certainly 
as pure as any one of ours. It is just a matter of approach rather 
than changing the end results. We are looking for the same end 
results. 

Mr. Harris. I think that we are all against inflation, and I am sure 
the President is, too. He has made that very clear. So did the Secre- 
tary of the Treasury. 

My own private prejudice is that the Federal Reserve is partly re- 
sponsible for these difficulties, and my own feeling is the Federal 

eserve does not understand these problems. I have said that to the 
Federal Reserve officials myself, and I do not mind saying this pub- 
licly. They are causing a lot of trouble because they do not realize 
the whole situation has changed since 1914. They do not use all the 
weapons available. They use the wrong weapons. 

And, for example, one reason for their failure is, they have abso- 
lutely failed to deal with the financial intermediaries, the insurance 
companies, the savings banks, the Government credit agencies; all 
these outfits also manufacture money, and they have no control over 
them. 

And while they make the commercial banks toe the mark, they have 
no control over these other people, and they do not make any sugges- 
tions how they would control these outfits. And Secretary Humphrey 
said quite frankly he did not know how to control them, and he wished 
he did know how to control them. 

But since the Byrd committee is a committee studying the whole 
financial fabric of the country, it seems to me the Government ought 
to come out with some suggestions as to how you deal with insurance 
companies or other financial intermediaries, and you do not solve the 
monetary or price problem by only dealing with the commercial banks. 

Senator Smatuers. That is right. The insurance companies are, 
are they not, lending long-term money in greater proportions, that is, 
in relation to their numbers, than are the banks? 

Mr. Harris. Oh, sure. That is the point. All these financial inter- 
mediaries have expanded, including the Government credit agencies, 
which have about $85 billion outstanding. They have all become more 
important relative to the commercial banks. This was not true in 
1913, but the Federal Reserve System has never changed to take 
account of this fact. This is something I hope you will impress on 
the Federal Reserve people when they come before your committee. 

Senator Smatuers. I expect I will. 

Mr. Harris. Shall I go on? I will be through in about 2 or 3 
minutes. I am just as long-winded as most college professors. 


[ Laughter. ] 
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I need not tell you the difference in the rates of interest between 
small business and large business. These figures are given on page 7. 

Also the difference in the cost of flo: ating assets by small business 
and large business. These are given on pages 7 and 8. (See prepared 
statement, p. 334.) 

I will just hurry through, and I think in about 1 minute I can 
finish. 

I also would like to point out that I am all for making adjust- 
ments—this is the final page, page 10 (see p. 339)—I am all for mak- 
ing adjustments for small business. I do think we also ought to keep 
in mind the point that there are some questions of justice between 
business and personal taxes, and in making any adjustments. 

It is also true that the 1954 Internal Revenue Code made it easier 
for the personal corporation to retain its earnings without paying 
taxes, and this factor should be kept in mind. 

Let me summarize in a half-minute what I had to say: 

I believe tax concessions should be made to small business, par- 
ticularly on the rates of taxes on incomes of $25,000 or less. 

I believe that small business ought to profit from accelerated de- 
preciation as has large business, and this is particularly important be- 
cause small business has a much larger part of its assets in current 
assets rather than in fixed assets, and therefore does not profit from 
accelerated depreciation even if they were available to small business. 

Now, I also feel that the lack of credit, the dear-money policy, is 
a disease like high taxes, and together they have a very serious effect 
on small business, and particularly in this area which is an area of 
small business and businesses with relatively low rates of profit. 

I hope, therefore, that the committee can recommend, as it has be- 
fore, a reduction of taxes for small business as one important weapon 
for stopping the general tendency of business concentration, which is 
a very unfortunate thing for the country, as this committee itself has 
said many times. 

Senator SavronstaLt. Thank you very much. 

Senator Smaruers. Just one question, which you can answer “ves” 
or “no.” Do you believe these recommendations which you have 
made with respect to small business are sufficiently desirable to out- 
weigh possibly the negative effects of this program creating addi- 
tional inflation ? 

Mr. Harris. Well, I don’t think it would be enough. I, myself, 
think the whole monetary picture ought to be looked over pretty care- 
fully. I think that is the crucial issue right now, particularly as it is 
not succeeding anyway; but next to that, tax relief is the most im- 
portant thing. Especially, it is important to achieve these things 
such as Government contracts being diverted here and dealing with 
the depressed labor areas. 

Senator Smaruers. The opposition we get to any sort of tax-relief 
program, everybody comes out and openly pleads for the little-business 
men, 

Mr. Harris. Yes. 

Senator Smatuers. We are for him, we want to help him, but we 
must fight this iniquitous devil, inflation; and if we have small-business 
relief, it adds to the fires of inflation, and this is not the time to do it. 
So we never get it. 
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Somewhere along the line, we must finally decide that the needs of 
small business are sufficiently great that even if it did, which I doubt if 
it does, contribute to further inflation, why, nevertheless we should 
have it. 

And then when we get that sentiment pretty well throughout the 
Congress, we can get something done. But until we do, we will not 
get anywhere. 

Mr. Harris. Senator, you could make up for the losses of the Cabinet 
Committee proposals on taxation by raising the rate on corporation 
income above $25,000 by 1 percent, so you could have both relief for 
small] business and at the same time you would not cost the Govern- 
ment an increase in its deficit or make the situation more inflationary. 

Senator Satronstrauu. Thank you very much. 

Thank you, Professor Harris. 

Professor Harris, you summarized your statement in places. Do 
you wish to have that statement printed in full ¢ 

Mr. Harris. Senator, if you would print it in full, I would prefer it. 
I realize this is also inflationary, but it is a more reasoned—I hurried 
through this, and this, for me, is a relatively brief statement, I might 
say, Senator. 1 just presented before the Ways and Means ‘Commit- 
tee a statement of 18,000 words. 

Senator Sauronstauy. I think this committee would be glad to 
print the statement in full. 

Mr. Harris. I wish you would. Thank you very much. 

(Mr. Harris’ prepared statement follows :) 


THe IMPACT OF FEDERAL TAXATION ON SMALL BUSINESS 


By Seymour E. Harris, chairman of the economics department, Harvard Uni- 
versity, and chairman of the New England Governors’ Textile Committee 
(testifying on behalf of Gov. Foster Furcolo) 


1. THE INTEREST OF MASSACHUSETTS 


We in Massachusetts are especially interested in the problems of small busi- 
ness and appreciate the opportunity offered by this able and hard-working com- 
mittee to present our views. 

Governor Furcolo has been concerned over the high money rates which, to- 
gether with heavy taxes on Massachusetts business, greatly concern him and 
contributed to his support of a sales tax. High money rates and high taxes 
both affect adversely especially small business—and they are related diseases, 

We are especially interested because New England is a region of small business 
much more than some other industrial areas. 

We are a region that suffers from losses of older industries, and we must pre- 
serve them as long as possible but also attract new ones. 

We are a region that suffers from tariff policy that excessively burdens weak 
industries and from an agricultural policy that pays for not producing instead 
of paying for producing. (The latter would help both North and South.) 

We are injured especially by mergers which are undertaken to avoid taxes. 
Whole textile towns have been abandoned as a result of these practices. But 
we have had no relief from these practices. 

We are particularly sensitive to tight money because a number of our im- 
portant industries operate with relatively low profits and in periods of restrictive 
money especially feel the brunt of dear money accompanied by high taxes. 

We are also affected by the tendency of the Government to shift resources out 
of our area. 

We were promised, in 1952, by the President that he would solve the problem 
of unemployment in Lawrence and other textile towns. But he was unable to do 
so. Nor has he pushed his depressed area bill. 

With some uncertainties in the business situation, we are more than ever 
concerned over the surplus labor towns related to failure to divert contracts 
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and provide additional credit, to reduce mergers, to correct tax abuses, to pro- 
vide help generally for labor-surplus areas. 

We hope that the administration will introduce the reforms it proposed in 
its Cabinet Committee Report on Small Business in August 1956 in the midst 
of the campaign. So far there have been retreats, primarily. 

Having failed to provide additional capital for small business, having failed 
to give them a fair share of Government business, having failed to slow up the 
merger movement, and having imposed a dear-money policy, the Government has 
but one attack left—taxes. 


2. TIGHT MONEY, TAXES, AND SMALL BUSINESS 


Small business depends upon its own resources and credit. But with heavy 
taxes, it is at a disadvantage with the giants that were able to accumulate their 
resources when taxes were low. 

The vigorous tight-money policy has been especially costly to small business. 
With financial institutions large, they tend to favor the large-business firm 
which also has access to the capital market and vast internal resources. The 
Standard Factors Corp. has revealed the facts. Increased pressure on the SBA 
has been reflected in the costs to small business. Credit becomes increasingly 
unavailable; and if available the small-business firm is hit hard by the diflicul- 
ties of passing on the costs to the tax collector and consumer in the manner of 
the large firm. This is another reason for opposition to the dear-money policy. 

More attention should be paid to Congressman Patman, who would give small 
business more credit and improve the distribution generally, and to the views 
of Senators Sparkman, Kennedy, and Fulbright, and others (including some 
Republicans), who would revise the corporate rate structure. 


38. VACILLATIONS OF THE ADMINISTRATION 


The Cabinet Committee on Small Business issued a report to the President in 
August 1956 in the midst of the campaign. This is what it had to say about 
taxation (pp. 4-5, 11): 

“With regard to Federal taxes the Committee recognizes the recent improve- 
ment in the budgetary outlook and, in the event that the budgetary outiook 
remains favorable, recommends: 


“1. That the tares imposed on business corporations be modified by reducing 
the tax rate from 30 percent to 20 percent on incomes up to $25,000 

“At present the tax rate is 30 percent of the first $25,000 of the income of a 
corporation and 52 percent of the income in excess of $25,000. The Committee’s 
proposal would reduce by one-third the tax on the first $25,000 of corporate 
income, but would leave unchanged the tax on income in excess of this figure. 
Thus, the benefits from tax reduction would be concentrated progressively upon 
corporations with the smallest net incomes. 

“While taxes on all corporate businesses should in time be lowered, the pres- 
ent proposal would substantially reduce the taxes on small corporations which 
constitute the great majority. It would help the smaller firms to retain earn- 
ings for financing expansion, or would give them some advantage in pricing. 
It would generally encourage the formation of new businesses. 


“2. That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accclerated depreciation 
that were made available to purchasers of new property by the Internal 
Revenue Code of 1954 

“This measure would benefit small and new businesses, whether or not they 
are incorporated. Because of the limitations of its capital, a small business 
must often begin operations by buying an old building, used machinery, or used 
display equipment. Under the Internal Revenue Code of 1954, only new prop- 
erty is eligible for the prescribed methods of accelerated depreciation. An ex- 
tension of the privilege of accelerated depreciation deductions to limited pur- 
chases of used property would improve the financial position and outlook of 
smaller businesses. 


“3. That corporations with, say, 10 or fewer stockhclders be given the option 
of being taxed as if they were partnerships 

“Many small businesses avoid the corporate form of organization. despite the 

advantages of limited liability and continuity of legal existence, because the 
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corporate income tax may prove an added burden. The present proposal would 
make decisions whether or not to incorporate turn on factors other than taxes, 
since the law already gives certain partnerships the option of being taxed as 
corporations. 

“This measure was originally proposed by the administration in 1954. It 
would particularly benefit small firms having stockholders with very modest 
incomes. 


“4. That the tarpayer be given the option of paying the estate tar over a period 
of up to 10 years in cases where the estate consists largely of investments in 
closely held business concerns 

“At the present the need to pay a heavy estate tax at times leads to the dis- 
ruption of the management, control, and operations of a small business. This is 
a contributing cause of numerous mergers. Although the law permits the Com- 
missioner of Internal Revenue to defer the payment of the estate tax up to 10 
years, this provision of the law applies only to cases of hardship. It does not 
give the taxpayer who may claim hardship any assurance that his claim will be 
recognized. Nor is relief available when assets can be sold at a fair price, even 
though the sale leads to the merger or dissolution of a company. 

“To remove these difficulties, the taxpayer should be given the option of pay- 
ing the estate tax forthwith or in installments over a maximum period of 10 
years, whenever an estate consists largely of investments in closely held busi- 
ness concerns. In the event that the taxpayer elects the latter option, he should 
be charged a moderate rate of interest as at present in hardship cases. Careful 
consideration should be given to the merits of limiting the installment option to 
an estate tax of some specific maximum amount. 


sim * * * * * * 


“Apart from the tax proposals, the adoption of the recommendations presented 
in this report would have very little impact on the Federal budget. 

“The loss of revenue entailed by the tax proposals is estimated at about $600 
million in the first year, at about $740 million in the second year, and at some- 
what reduced figures in later years. It is doubtful, however, whether there need 
be any loss to the Treasury in the long run. For, in the first place, some of the 
tax proposals involve merely a deferral of taxes, and, in the second place, the 
proposed measures would tend to enlarge the national income, which is the ulti- 
mate source of all tax revenues.” 

In contrast, this is what the Economic Report to the President of January 
1957 had to say (p. 53): 

“* * * The Cabinet Committee on Small Business made a careful study of tax 
changes that would benefit small-business concerns. * * * The Congress should 
give early considerations to those Cabinet Committee recommendations for tax 
relief that would involve only a minimum loss of revenue. * * * Consideration 
of further changes should be deferred until such time as a general tax reduction 
is possible.” 

4. REDISTRIBUTION OF TAXES OR A TAX CUT? 


Clearly the administration has related tax cuts for small business now to a 
general tax cut. Obviously, this cuts the ground from under tax relief for small 
business for the time being. So long as inflationary pressures continue, tax cuts 
ought surely not to be considered. In fact, if it were politically possible, a tax 
rise might be the proper measure. But should a recession develop between now 
and early 1958, then tax cuts would be in order. 

If the administration is sincere in its support of small business, then it can 
surely take tax measures to help small business without adverse effects on 
revenue. In fact, this is what the situation requires. Less taxes on small busi- 
ness and more on big business. 

For example, the Fulbright proposals for a normal corporation tax of 22 per- 
cent and a surtax of 30 percent would greatly aid small business without adverse 
effects on revenue. I see no objection to allowing small business to use alterna- 
tive methods of depreciation provided by section 167 of the 1954 Internal Revenue 
Code for used property. A more modest rise of accelerated depreciation could 
save much more revenue than this would cost. In the past, big business has 
gained much more from accelerated amortization than small business, and the 
practice was continued altogether too long. 

On behalf of Senators Sparkman and Kennedy and eight other Senators, inclu- 
sive of members of both parties, Senator Fulbright, on February 3, 1956 (Con- 
gressional Record, pp. 1668-1672), introduced a bill to revise the corporate tax 
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rates. Instead of 30 percent on the first $25,000 and 22 percent surtax, these 
Senators would apply the 22-percent rate to the first $25,000 and a 30-percent 
surtax rate. But this would cost $300 million to $400 million. Hence, the 
alternative suggestion of a surtax of 31 percent which would eliminate the loss 
of revenue. 

These Senators argued for this bill on the grounds of the difficulties confront- 
ing small business in getting credit or capital and on the grounds of their rela- 
tively unfavorable profits’ position. 

“Mr. Futsrigut. Mr. President, these cosponsors are all members of the Com- 
mittee on Banking and Currency or the Select Committee on Small Business, 
both of which have special responsibilities to small business, and both of which 
are on record as favoring tax relief for small business. 

“Mr. President, I am again calling for the Senate’s attention to the necessity 
for relieving the Federal income-tax burden on small businesses. For many 
years I have been convinced that the most practical step the Congress can take 
to help small businesses is to modify the stifling burden of the present corporate 
tax structure. I believe that the tax structure as it now exists promotes mergers 
and fosters the growth of our corporate giants. 

“As far back as March of 1948 I introduced an amendment which would have 
provided special tax benefits for small businesses. Last session I introduced a 
bill—S. 2673—which would provide for an exemption from taxation of the first 
$15,000 of corporate income. However, I am advised by experts in revenue 
problems that that bill would be too costly in terms of revenue loss. Therefore, 
I am today offering new amendments for the same general purpose. 

“Mr. President, under present law corporations generally are subject to a 
‘normal’ tax rate on net earnings of 30 percent, plus a surtax rate of 22 per- 
cent on net earnings in excess of $25,000. In other words, the first $25,000 of 
corporate income is exempt from the surtax. 

“The first bill I am introducing would reverse the present tax rates by provid- 
ing for a 22-percent normal tax upon net earnings and a 30-percent surtax on all 
earnings in excess of $25,000. In other words, the present normal tax rates and 
surtax rates would be reversed. The effect of this revision of the tax structure 
upon the various income levels is shown by the table which appears as an 
attachment to this statement. (See Exhibit 16, p. 340.) 

“Mr. President, as this table shows, corporations earning up to $25,000 per 
year will receive a tax bill 26.7 percent smaller than they pay now. Corpora- 
tions earning $50,000 per year will pay approximately 10 percent less. Corpora- 
tions earning $100,000 per year will pay 4.3 percent less, corporations earning $1 
million per year will pay four-tenths of 1 percent less, and corporations earning 
$10 million per year will pay four one-hundredths of 1 percent less. Companies 
like General Motors, with earnings of $1 billion or more, would save four ten- 
thousandths of 1 percent of their tax. 

“Obviously this redistribution of the impact of corporate taxes would be of 
primary benefit to the small income corporations. While the tax relief afforded 
would be modest, I believe it would be of material benefit to the smaller busi- 
nesses of the Nation. 

“Of course, I am aware of the fact that revenue proposals must originate in 
the House of Representatives and that the Senate will not take action on my bill 
as such. However, the present ‘normal’ tax rate is scheduled to decrease 5 per- 
centage points, from 30 percent to 25 percent, on April 1, 1956. It is expected 
that prior to that date there will be a bill to extend this 30-percent rate for an 
additional period of time. It is my intention to offer my bill as an amendment 
to the bill extending the present corporate rate. 

“The staff of the Joint Committee on Internal Revenue Taxation advises me 
that the revenue loss from this proposal would be somewhere between $300 mil- 
lion and $400 million. At the time that I offer this amendment the Senate may 
consider whether it wishes to make up the loss of revenue which would be 
caused by this bill, or whether the budget outlook at that time is such that the 
revenue loss can be afforded. 

“If it is necessary to make up the loss of revenue, this can be done by the 
second bill which I am now introducing. This second proposal provides for a 
normal tax rate of 22 percent and a surtax rate of 31 percent. According to the 
staff of the Joint Committee on Internal Revenue Taxation, this would result in 
an estimated increase in revenue of approximately $20 million. 

“The effects can be illustrated by these examples taken from the table. 
Corporations with incomes of $25,000 and less would have their tax burden re- 
duced by 26.7 percent. A corporation with income of $100,000 would be given 
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tax relief of 2.7 percent. Corporations with incomes of $500,000 and over 
would have increased tax liabilities of from 1.1 percent, in the case of a corpora- 
tion with that income, to 1.9 percent for a corporation with income of $100 
million a year.” 


5. TAX REFORM AND THE FAILURE TO SLOW DOWN MERGERS 


The case for tax concessions to small business arises from the failures of the 
Government to slow down the merger movements. Government procurement, if 
anything, has tended to increase the rate of mergers and the favors to big 
business. 

Small business has not received a share of Government contracts commensu- 
rate with its place in the economy, and this holds particularly for the military 
contracts. On July 31, 1955, the Senate Small Business Committee reported 
that small business’ share of the defense procurement dollar had fallen from 
25 to 20 percent from fiscal year 1954 to fiscal year 1955. One congressional 
committee after another sharply criticized the military for depending heavily 
on the negotiated rather than the advertised approach—even though congres- 
sional legislation called for negotiated contracts primarily only in emergencies. 
The negotiated contracts go primarily to the giants of industry. Most contracts 
are still negotiated, a method favoring the large company. 


6. RELEVANCE OF CREDIT AVAILABILITY 


Credit policy, for which the Government is responsible, has also tended to in- 
crease business concentration. Small business is at a handicap even without 
the effects of tight money. 

First, they have to pay higher rates for money and find it more difficult to 
borrow as compared with large business. Thus the Federal Reserve showed 
that whereas bank loans of less than $500 cost 7.4 percent, those in excess of 
$25,000 cost but 3.8 percent. 

Second, the small-business man obtains cash through the security market 
with difficulty, if at all. The cost of floating bonds for the company with 
assets of less than $1 million in a recent year was 10 percent, common stock 
17.5 percent; for the $20 million to $30 million company costs were 2 and 
6.9 percent, respectively; and for the $500 million or over company, 1 and 6.2 
percent. 

Third, the small-business unit, with the security market largely closed to it, 
with large needs to finance current assets for intermediate periods, and with 
the banks becoming larger and larger and hence tied more to large-unit financ- 
ing, is starved for cash. With such large investments in current assets, small 
business is especially dependent on short-term and intermediate credit. A busi- 
ness unit with assets of less than $250,000 had 69 percent of its assets in current 
items and 27 in fixed assets; but the unit with $5 million and more of assets 
had but 52 percent in current and 46 percent in fixed assets. 

This relatively small investment in fixed assets for small business is signifi- 
cant for another reason; namely, that any concessions made in accelerated 
depreciation, as introduced in the 1954 tax legislation, gives big business an 
advantage over small business. The tax concessions especially favor large 
business because they disproportionately hold the fixed assets, now subject to 
more rapid depreciation. 


7. TAX AVOIDANCE AND MERGERS 


One of the reasons for mergers and increased concentration is the tax system. 
Often when mergers are not justified by genuine economies, they may be in- 
duced by savings on taxes—e. g., an absorbing firm can offset tax losses of the 
absorbed firm against its own profits. It is about time that the Government 
took strong measures to stop mergers undertaken largely to avoid taxes. Prom- 
ises to do so have been made; but little has been done. The Attorney General’s 
committee is silent on this issue. 

In an important study for the period 1940-47 (Butters, Lintner, and Brown, 
Effects of Taxation on Corporate Mergers, p. 16), it was said taxes were “a 
major reason for the sale for about two-fifths, or a little more, of the transac- 
tions in which the selling company had assets of between $15 million and $50 
million as of the date of sale, for between one-fourth and one-third of the com- 
panies sold in the $5 million to $15 million asset size class, for a little over one- 
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fifth of the companies in the $1 million to $5 million class, and only rarely for 
the sale of companies with assets of under $1 million.” 

The FTC is aware of the problem (Report on Corporate Mergers and Acquisi- 
tions, 1955, pp. 11-12): 

“Tax savings possible under various provisions of the Internal Revenue Act 
granting more favorable rates on capital gains as compared with the rates 
applicable to operating profits of corporations and personal incomes of indi- 
viduals, the provisions covering tax-free exchanges of stock, and the provisions 
governing the carrying forward of past operating losses as credits against 
future earnings are also important factors. In numerous instances, these sav- 
ings have been cited by representatives of both parties as important considera- 
tions in acquisitions and mergers. Aging owners and managers of successful, 
closely owned concerns desiring to retire and adjust their estates often prefer 
to sell their companies to larger corporations in order to convert their holdings 
into securities having a more ready market than the unregistered securities of 
smaller companies. Tax savings attainable by a company that has large tax- 
able earnings merging with one that has substantial deductible past losses, with 
the latter continuing as the surviving corporation, are such that those wishing 
to promote such mergers have been advertising publicly their desire to acquire 
financially weak companies.” 

The New England Governors’ Textile Committee, in a report to the House 
Judiciary Committee, stressed the tax factor as a very important one in acceler- 
ating closing of plants and even towns in New England. 

“Of special significance is the impetus given to the merger movement by our 
tax system. In textiles this is a matter of greater importance than in any other 
major industry. Losses are serious in textiles over the years and especially 
during the low points of the 2-year textile cycle; and in the last few years, 
many of the major woolen firms have experienced large and steady losses. Un- 
der these conditions the textile mills operating primarily in the South find it 
profitable to absorb the northern units. The prices or the value of the assets 
reflect loss financing, not the potential value of these assets, as later offsets 
against profits reported for taxes of textile firms experiencing large profits. 
Hence the equities or assets are available at very favorable prices for those 
firms which seek avoidance of taxes by acquiring plants or firms suffering large 
losses. There is clearly something wrong with a tax system which encourages 
such noneconomic movements of industry.” 


8. TAX CONCESSIONS 


Other tax issues also arise. Tax rates are much higher now than they used 
to he. Hence it is more difficult for the new firms to grow and compete with 
those already entrenched and able in the past to accumulate capital without the 
obstacle of heavy taxes. There is much to be said for more liberal treatment 
of depreciation for businesses with assets of, say, less than one-half million 
dollars; and also for progressive tax rates on corporate profits with exemptions 
raised above the present level. The disappearance of the excess profits tax, 
it should be noted, removes one factor tending to help small against large busi- 
ness, since it was especially the latter that was burdened by the EPT. Non- 
incorporated businesses might also be given the right to average income over 
several years. By giving the small-business unit more favorable tax treatment, 
the Government will contribute at least to the slowing up or the disappearance 
of small-business units. 


9. TAX AVOIDANCE OF PERSONAL CORPORATIONS 


There is a case for putting a larger part of the tax burden on the larger cor- 
poration. But it should be added that there are problems of the distribution of 
tax burdens between business and nonbusiness elements. In this connection the 
1954 Internal Revenue Code (S. 581-537) has made it easier for the corporation 
to retain excessive earnings, that is, earnings not needed for investment, and 
thus avoid personal taxes. This is an advantage especially for the personal 
corporation (those with assets under $1 million accounted for 14 percent of net 
income) which is under no great pressure to distribute profits. 


1 Joint Committee on the Economic Report, Federal Tax Policy for Economic Growth 
and Stability, 1955, pp. 684-690. 
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(Following is the table referred to:) 


ExHIsitT 16 


The following table compares the tax savings which would be obtained at 
various levels of taxable income under a $100,000 surtax exemption and under 
a 22 percent normal tax rate with a 30 percent surtax rate. * 





$100,000 surtax exemption 22 percent normal tax, 30 
percent surtax 


Present law 
Taxable income tax 
Amount of Reduction Amount of Reduction 
tax from present tax from present 
law law 
lien cinta wasmeaciconbbikes sone $1, 500 DA Cacarcansdce dee $1, 100 $400 
ite denccttncneshencesouat 3, 000 UD a ee 2, 200 800 
DR Milibeieakees bulbs orencesie 7, 500 TREE ddidpmwabbiniens 5, 500 2, 000 
EE ee eeeees 20, 500 15, 000 $5, 500 18, 500 2, 000 
Ne ei capris beg aeadednies 46, 500 30, 000 16, 500 44, 500 2, 000 
PE ti nbadepisecibodboaces 514, 500 498, 000 16, 500 512, 500 2, 000 
sie ieoaccerisiomwneratet 5, 194, 500 5, 178, 000 16, 500 5, 192, 500 2, 000 


1 Congressional Record, Feb. 3, 1956, p. 1668. 


Senator SatronsTaALu. The next witness is Mr. Philip W. Hussey, 
of the Hinewey Manufacturing Co., of North Berwick, Maine. Is Mr. 
Hussey here ¢ 

Mr. Hussry. Thank you, gentlemen. 

Senator SaLronsraLt. You may proceed. 


STATEMENT OF PHILIP W. HUSSEY, PRESIDENT, HUSSEY MANU- 
FACTURING CO., NORTH BERWICK, MAINE, AND CHAIRMAN, 
MANUFACTURING COMMITTEE OF THE NEW ENGLAND COUNCIL 


Mr. Hussey. My name is Philip W. Hussey, and I am president of 
the Hussey Manufacturing Co., Inc., located at North Berwick, York 
County, Maine, about 75 miles east of Boston. Our corporation is a 
closely held family-owned business dealing in the design, fabrication, 
and erection of light structural steel and so-called miscellaneous iron- 
work for various types of structures. 

However, due to the severe competition from the larger fabricators 
in the business, we have been forceed to go into a more diversified 
field of steel and iron work, and now specialize in the manufacture 
and installation of steel-supported grandstands and portable bleacher 
seats for athletic fields and roll-out gym seats for school and college 
gymnasiums. 

Our Hussey manufacturing efforts were originally started in 1835 
at North Berwick, Maine. That was 122 years ago. We have been 
continually in operation ever since as a small business. 

In 1938, I believe it was, I was invited by President Roosevelt, along 
with hundreds of others, to attend a meeting of so-called small-busi- 
ness men in Washington. It was the start of the small-business move- 
ment as we know it today. Off and on during the passing two decades 
T have been closely connected with, and very much interested in, small- 
business matters, part of the time as a member of the National Ad- 
visory Committee of the present Small Business Administration. 
Consequently, with my experience with the small-business movement, 
as one might call it, I feel I may be in position to offer some pertinent 
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comments on the present difficulties of the average smal business now 
trying to operate under present conditions. 

You gentlemen know all too well the fact that business failures 
are reported to be steadily on the increase, primarily due to the lack 
of capital that can be retained in the business. And it is my feeling 
that for the good of the overall economy something should be done, 
and done promptly. 

At the recent quarterly meeting of the New England Council, held 
at Manchester, Vt., I sat in on a discussion of the effect the present 
Federal taxes are having on many small New England businesses. If 
I were to draw a concise conclusion of that lengthy discussion by 
dedicated New England businessmen, I would say that Government 
spending just must be reduced where possible, and some material tax 
relief be set up prety for businesses of all lines. 

As briefly as possible, I will bring to your attention the following 
and, I hope, interesting statements regarding our position in the over- 
all economy : 


1. GROWTH OF SMALL BUSINESS SLOWED BY PRESENT TAX LAWS 


Please let me use our Hussey situation as a concrete example. Re- 
member, it is a closely held corporation, with little, if any, possibility 
of obtaining any outside capital in the current money market. There- 
fore, the only funds for growth and expansion must come from profits 
after taxes. 

Also, please remember that due to the higth birthrate in the country 
a continued increasing demand exists for school-building construction. 
And, today, nearly every new building requires some of our prod- 
ucts—our so-called roll-out gym seats. 

We developed a new and much improved design, which, in turn, 
increased the demand for more production on our part. As you no 
doubt know, this school-building program must accelerate rapidly to 
keep up to the present and future requirements. This definitely calls 
for immediate expansion of all of our activities. But expansion re- 
quires more fixed and working capital. I am certain there are literally 
hundreds of other ably operated business concerns in this kind of a 
position. They should, and could, grow on a sound basis were suffi- 
cient capital available to them. 

Now, to further the growth and alleviate some of the problems of 
limited capital faced by industry, the New England Council favors 
raising the present $25,000 exemption from the Federal corporate 
surtax. 

Personally, I would go even further, for I truly believe that any 
sum taken from profits in any given year up to $25,000 and which is 
reinvested in that year in needed fixed capital items in any business 
should be entirely exempt from all Federal taxes. 

With this arrangement, small companies could acquire much faster 
the tools or equipment or space needed to accelerate their growth, 
with the result that in the long run they would increase their total 
profits to such an extent that their contributions to the Government 
could and would be even greater than under the present Internal 
Revenue Code. 

In other words, if we could use more of our profits to expedite our 
growth at a faster rate, eventually we would contribute even more, 
on an average basis, in taxes. 
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Furthermore, give the business a chance to grow by plowing more 
profits into it, then the chances of securing outside capital will be 
greatly enhanced for further growth—and for more contribution to 
the United States Treasury. 

But just as long as we are forced to take 52 percent of those profits 
out of the business, in these highly competitive days when profits per 
unit of value are low, very little is left with which to pay for badly 
needed expansion, and almost nothing for the immediate needs of the 
owners of the business. Incidentally, the demand for our goods in 
the last several years has forced some expansion on us, regardless, 
with the result that in the last 4 years not a cent in dividends has 
been paid the owners of the common stock. 

From this you can plainly see that under such a situation it is 
nearly impossible to entice outside capital into the business; and if 
taxes take too much of the profits, normal growth or expansion is 
slowed down or entirely prevented. 

This country is growing fast and will continue to do so for years 
to come, and small businesses, the backbone of our economy, must be 
permitted and encouraged to grow in a commensurate manner. 


2. PERMIT FEDERAL ESTATE TAXES TO BE PAID IN INSTALLMENTS 


In order to assure the continuity of the present effective manage- 
ment of many small-business institutions, this provision is highly 
mandatory. Two years ago, I was urged to have my personal situa- 
tion investigated by some top life-insurance executives. Of course 
they wanted to sell me some more life insurance at age 64. 

However, I consented to be the guinea pig for their group at an edu- 
cational demonstration. They had invited in several lawyers, some 
accountants, trust officers, and our own bankers and auditors. It 
proved to be a most interesting experience. All of my business and 
private fiscal affairs were laid out on the table. The insurance com- 
pany experts and their lawyers went to work, and to make a long story 
short, they came up with the conclusion that if I were to hit a tele- 
graph pole hard enough on that stormy, slippery night driving home, 
my wile and three children would be faced in 15 months with demands 
from Uncle Sam totaling $84,000 in estate taxes; and the only way 
that that sizable sum—that is, sizable for me, the small-business man— 
could be raised would be to sell at a forced sale most of my controlling 
assets In our company, or wreck the treasury of that business to obtain 
even a part of the required funds. 

Taking me out of the top management of the business could be 
weathered, I’m sure. But I am just as certain that the shock to the 
fiscal side of the picture would have disrupted our operation to such a 
serious degree that continuation of the business could have been 
jeopardized. 

However, were the Federal estate tax laws so modified that the pay- 
ment of those $84,000, even deflated, dollars could be made in install- 
ments over, say, a 10-year period, then it would be my opinion that my 
wife and family and the business could meet the payments and still 
continue the business as a going concern. This arrangement should be 
set up promptly. 
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Needless to say, I drove home over those icy roads that night with 
due caution—and eventually added to the life insurance program. I 
didn’t dare to do anything else, even at the high cost. 

3. Incidentally, along this same line of thought, I’d like to bring to 
your attention the fact that, so far as I know—and I’m very much 
of a neophyte in such matters—there is no publicly recognized body 
in the Government or the Treasury Department where one can ascer- 
tain even approximately what his estate would be taxed for in case of 
his demise. 

I recognize it is all quite involved and such an idea may be worthless, 
but I do know that we older executives owning a good portion, if not 
control, of a smal! business should be able to get authentic advice from 
some element of the United States Treasury Department on various 
matters affecting the eventual estate taxes and the business in event 
of our passing, so that proper steps could be taken while we are alive 
to assure the proper continuance of our small businesses. 

To give you an example of what I’m trying to get across to you: 
The night I acted as the guinea pig, as before mentioned, the matter 
of the actual value of the stock I hold in our closely held company 
came up. Even with all the figures there, no complete agreement 
could be reached. 

The consensus of opinion of that group was that nothing would be 
gained by consulting the United States Treasury, as that body has no 
criterion or rules to go by which were publicly known, and so it was 
decided that a test would have to be made by my making a gift of some 
of my common stock to my sons, of such amount as would exceed the 
exemption allowed on a gift-tax basis. Then the Treasury officials 
would have to approve or disapprove the value placed on that stock as 
of that date. 

Also, to determine the value of my estate, along with the value of 
the stock in our company, it was necessary to place a certain value 
on the company’s goodwill, or at least I was told by the Government 
sure figures in it. I know you cannot buy it or sell it, or borrow on 
it, or make much use of it in a tangible sort of a way, unless the busi- 
ness is continued. 

However, those present insisted that after I’m dead, just leave it 
to the Treasury people, they will find a value to put on it—and thus 
up goes the value of the estate and, sure, up goes those estate taxes, 
for that small business to help pay. 

So it would seem to me that our United States Treasury could main- 
tain officials in the various Internal Revenue offices around the coun- 
try, with complete information at their disposal, and have full author- 
ity to advise a small-business man approximately on what his situa- 
tion is at any given date in respect to what Uncle Sam is going to 
demand of his heirs after he is gone. 

They can certainly do it rovally well when once it is known in 
Washington that he is dead. Why not have a similar service avail- 
able to him while he is alive? A good many cases of businesses put 
out of operation by estate taxes would then be eliminated, even if 
the auctioneers would have to go hungry. 
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4. DEPRECIATION ALLOWANCES 


I believe that small-business firms should be given the right to apply 
the same formulas of accelerated depreciation to used machinery and 
equipment as are available to purchases of new equipment or property 
under the Internal Revenue Code of 1954. 

Otherwise, it is an unfair disadvantage to the small institution. An 
expanding industry short on capital just has to purchase some used 
equipment, and should not be penalized because it does not have 
funds to acquire new machinery. 

I know by now my time allotted is running out; otherwise, I could 
elucidate further on the impact of Federal taxes on small business. 
Suffice it to say that the various effects have been fully set forth by 
many others, even by our President in some of his talks, and by Mem- 
bers of the Congress; but thus far, little, if any, benefit to the small- 
business man has resulted. So I strongly urge that some alleviation 
be forthcoming promptly and thus reduce the present constant in- 
crease in business failures around the country. 

Senator Satronstaty. Thank you, Mr. Hussey. 

Mr. Hussry. Excuse me, Senator Saltonstall, I would like also to 
really put before you people a formal policy as set up by our group 
of the New England Council. If you will bear with me, I would like 
to read it and leave the copy with you. 

The New England Council for Economic Development is a private 
nonprofit organization, having approximately 3,200 members who 
represent all segments of our New England economy. This region 
contains a large proportion of small businesses, and hence the New 
England Council has been, and continues to be, most interested in the 
welfare of New England small business. Their health is vital to a 
healthy New England economy. 

One of the most pressing needs of small business today is funds for 
modernization of plant facilities and/or expansion. It is the consid- 
ered opinion of the New England Council that small business must 
have more capital, but not through the medium of low-interest loans 
or other subsidies. 

We believe that the most equitable source of these funds is through 
a reduction in certain Federal taxes affecting small business. We be- 
lieve, also, that this method represents, in the long run, the least 
drain on Federal income. 

Specifically, the New England Council believes that the following 
4 points should receive favorable action : 

1. Small- or medium-sized industry, because of capital limitations, 
must often resort to purchasing used machinery or equipment. Under 
the Internal Revenue Code of 1954, only new property is eligible for 
accelerated depreciation. 

Because this places an unfair disadvantage on small industry, the 
New England Council believes that industry and business should be 
given the right to apply the same formulas of accelerated depreciation 
to used machinery and equipment as are available to purchasers of 
new property under the Internal Revenue Code of 1954. 

Senator Smaruers. May I ask a question right there? Are you 
saying that what really happens is that most small businesses, when 
they expand, do not buy new machinery; they buy used machinery ? 

Mr. Hussey. Well, Senator, there are some actions going on around 
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the country that rather disturb me in some we We do, as small 
people, small industry, pick up used and fuente ioned machinery, I 
would call it. 

Senator Smatuers. And on that, you would like to take accelerated 
depreciation ? 

Mr. Hussey. That is right. There is something that substantiates 
my thinking on it. More and more we are leasing equipment. To give 
you an idea, we wanted a good-sized piece of machinery, $12,000 cash. 

All right, what have you got to do in your 52-percent bracket? You 
have cot to make about $25,000 profit before you could even pay for 
the machine. 

All right you lease that machine over a period of 5 years, and then 
buy it for 10 percent of its depreciated value, and then you can own 
it at the end of 5 years for $14,000 instead of the $25,000. 

So something must be done on that score to let the 

Mr. Srutrs. The danger comes there, Mr. Hussey, if your earnings 
do not keep up, they can just take it aw: ay from you if you have bor- 
rowed money. 

Mr. Hussey. That is right. 

Mr. Struts. Is that not right? 

Mr. Hussey. Yes. 

Senator Smaruers. May I just make this comment. 

Mr. Hussey. Yes... 

Senator Smaruers. It shows you the difficulty with which we, as 
legislators, are faced and which we had in 1954 when we passed the 
new act allowing the 5 methods of rapid depreciation. It was done 
at that time in the belief that we were in a little bit of a recession, and 
that we needed to give some inducement to the purchase of new ma- 
chinery in order to keep the wheels of the economy going. 

Mr. Hussey. That is right. 

Senator SMATHERS. Now, having done that, we may have helped 
bring on somewhat of an inflated situation, and in doing so we also 
have created some inequities with respect to small business. 

Mr. Hussey. That is right. 

Senator Smatuers. But at that time, we had no information that 
you people were leasing a lot of this machinery on long terms. 

Mr. Hussry. We have to. 

Senator Smaruers. And buying reconditioned machineery or used 
machinery, on which, of course, we provided no depreciation. 

Mr. Hussry. That is right. 

2. To further the growth potential and alleviate some of the prob- 
wins of limited capital faced by industry, the New England Council 
favors raising the present $25,000 exemption from the Federal cor- 
porate surtax. 

3. The need to pay a heavy estate tax at times leads to the disruption 
of the management, control, and operations of a small or closely held 
business. To alleviate this hardship, the New England Council be- 
lieves that the taxpayer should be given the option of paying the 
estate tax forthwith or in installments over a period of years. 

4, The New England Council favors the repeal of all Federal taxes 
on the transports ition of goods and persons. 

Senator Sauronsratn. Are there any further questions? 
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Thank you, Mr. Hussey. I just would say you talked quite a lot 
about estate taxes and insurance. I do not think, looking at you, your 
family need worry about you for a good number of years. 

Mr. Hussry. Thank you, Senator. It has been a long, hard pull, 
I can tell you. [Laughter. | 

Senator Satronstati. The next witness is Mr. A. Dudley Bach, of 
the New England Metallurgical Corp., of Boston. 


STATEMENT OF A. DUDLEY BACH, PRESIDENT, NEW ENGLAND 
METALLURGICAL CORP., SOUTH BOSTON, MASS. 


Mr. Bacu. My name is A. Dudley Bach, and I am president of the 
New England Metallurgical Corp., in Boston. We are a small metal- 
processing industry. We have been there for some 35 years. 

I am also a member of the National Council of Consultants of the 
Small Business Administration. I have just returned from a meet- 
ing in Washington, one of the meetings of the research and develop- 
ment that was called by the President recently. 

In addition to that, I hope I have done a little for small business 
through being a past president and a director of the Small Business 
Association of New England, a member of Mr. Hussey’s committee, 
the manufacturers committee, of the New England Council, and a 
former director of the Greater Boston Chamber of Commerce. 

I appear today, by invitation, to give my thoughts on the impact of 
taxes on small business. 

The seriousness has already been recognized by both political parties 
in their convention platforms, where sympathetic statements are made 
and action promised; and it has also been the subject of study by a 
special Cabinet Committee on Small Business appointed by President 
Eisenhower. 

In its report of August 7, 1956, the Committee said : 

In the past quarter century, an enormous increase has occurred in the burden 
of Federal taxation. The impact of this development has been especially severe 
on small business. Such concerns have little or no access to public markets for 
capital. If they are to grow they must have the wherewithal to expand plant, 
equipment, and markets. But the heavy burden of taxes nowadays sharply 
reduces the abilities of small enterprises to plow profits back into their business. 

The Committee’s recommendations were all constructive, as I see 
them, but, unfortunately, give only a minimum amount of relief and 
would not help alleviate the overall problem of small business. 

The first recommendation, which you have heard: 

That the taxes imposed on business corporations be modified by reducing the 
tax rate from 30 to 20 percent on incomes up to $25,000. 

I believe that this is too small a reduction to be effective in any 
way, and would suggest that this recommendation read somewhat as 
follows: That the tax rate on the first $25,000 of income be 15 percent, 
and on the next $25,000 of income the rate be 30 percent; income above 
$50,000 would be taxed at the normal corporative rate. This reduc- 
tion—and that above the $50,000 would be the normal corporate tax. 

Mr. Srurts. Normal plus surtax ? 

Mr. Bacu. Yes; if there is a surtax. 

This reduction is in keeping with what some people say is a 50-cent 
dollar, that we would be stretching it just about by the same amount. 
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The second item of that report reads as follows 


That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation 
that were made available to purchasers of new property by the Internal Reve- 
nue Code of 1954. 

I believe that this is a very constructive suggestion, and the only 
recommendation or change I would like to suggest here is that the 
$50,000 limit be eliminated so that any amount of used machinery 
could be purchased or written off as new machinery. 

The third item reads: 

That corporations with, say, 10 or fewer stockholders, be given the option of 
being taxed as if they were partnerships. 

This would be a distinct help to many small businesses who, for 
some reason or other, happened to start as corporations rather than as 
partnerships, and now find themselves in the wrong tax bracket. 

I believe that this is a constructive recommendation and, after fur- 
ther study, and I think considerable study, should be put into effect. 

The fourth item reads: 

That the taxpayer be given the option of paying the estate tax over a period 
of up to 10 years in cases where the estate consists largely of investments in 
closely held business concerns. 

This is one of the most constructive recommendations, in my 
opinion. It would cost the Government nothing, which is important, 
but would enable the small-business man to die in peace, even though 
Mr. Hussey does not look as though he is going to die tomor row, 
knowing that his business would not have to be sold “down the river” 
in order to pay estate taxes. 

The recommendations of the Cabinet Committee are good. But I 
believe that more must be done to make it possible for small business 
to generate enough capital for growth and expansion out of its own 
profits. 

We, in New England, particularly like the expression “plowing 
back your profits.” Therefore, we believe some sort of incentive 
which would enable us to do this should be incorporated in the tax 
law. 

One of the most constructive suggestions, which I believe makes 
sense, is that which says, and this is in one of the recommendations of 
the Small Business Association of New England: 

That credit be given against net taxable income for profits which are rein- 
vested in a business, such sum not to exceed 50 percent of net corporate income 
or $50,000, whichever is less. 

The taxpayer would have to show that the money was construc- 
tively used for inventory, purchase of new equipment, and other uses 
which contribute to the business growth, and thus enables a business 
to actually grow out of profits that they made. 

Another method of accomplishing the same thing would be to allow 
the taxpayer to depreciate all new capital equipment as well as second- 
hand equipment at a rate to be determined by him. This rate in no 
case, however, should be less than 5 years; and further, once established, 
it would be mandatory to use it year after year. This would be most 
constructive because it would, among other things, create more jobs 
and would further enable the taxpayer to buy new equipment or en- 
large his plant and pay it off within a 5-year period if he so desired. 
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Senator Smatuers. Let me ask you a question. This is the first 
time I have heard this suggestion. I have heard other ones. 

Mr. Bacu. On writing it off? 

Senator Smaruers. No. By letting the owner determine how fast 
he should depreciate it. 

Mr. Bacu. I think that is the coming feeling. Many businessmen, 
once they set up their depreciation schedule, live by it; and it would 
not hurt, because in the long run he would save money. 

It is a common expression in business, you can buy a new piece of 
machinery and pay it off in 5 years, but you can’t, taxwise, with used. 
You have to pay it off in 20 years. 

After 5 years he may be in a higher tax bracket, but he is all right, 
he has got his machinery paid for. 

Senator Smaruers. It has the advantage of letting the owner, know- 
ing what his plans are, program better than anybody in the future; 
it lets him adjust his tax program, so to speak, with the needs of his 
own business within the next 3 or 4 or 5 years. 

Mr. Bacu. That is right. 

Senator Smarnuers. And gives him the say-so about it, rather than 
having a rigid formula. 

Mr. Bacu. And he does not have to borrow the money. I bring this 
out a little more. 

Senator Smatuers. Yes. 

Mr. Bacu. He does not have to borrow money so much. 

The 1954 changes in regulations regarding depreciation have been 
very helpful, and enable all taxpayers to write off purchases at faster 
rates in earlier years. I think this has given small business and all 
business a break. 

There is some concern, however, with both small and large manu- 
facturers about the vagueness of some of these regulations. I am told 
by my accountant that in spite of the new regulations there still hangs 
over our heads so-called schedule F of the Internal Revenue Depart- 
ment. This, in spite of the new methods of depreciation now allowed, 
establishes the point that certain articles still must be depreciated in 
20 or 30 years, so that no businessman knows where he stands in this 
regard. 

I believe that soon there should be a general reduction in taxes, for 
everyone is unhappy with the amount of taxes they have to pay. We 
of small business, however, sincerely feel that the first consideration 
in the matter of tax reduction should be given to small business. 
Because smal] business, as stated by President Eisenhower last. week, 
is the “heart of the American economy,” we believe that the stimula- 
tion to our general economic welfare would be greatest. 

We ask no special privileges, but only for the same opportunity to 
grow with America that the great American businessman had in the 
past before life was complicated by income taxes. 

Thank you for your consideration. 

Senator SauTonsTati. Any questions? 

Senator Smatuers. One question. 

You have been down to Washington, and you have heard all the 
talk about the danger of inflation, and I am sure that you have added 
your voice—— 

Mr. Bacu. Yes. 
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Senator Smaruers (continuing). To the chorus that says we cannot 
have inflation, that it is going to eat us up and ruin us and deprive 
us of earnings, and so on. 

Mr. Bacu. Yes; definitely. 

Senator Smatuers. Do you think that these recommendations which 
your small-business group have made with respect to lower taxes and 
matters like that—is that inflationary ? 

Mr. Bacu. Well, it could be, slightly, but small business has to con- 
tinue to grow, and ‘in my mind it is better to let small business grow, 
if you call that inflation, by its own generated money, than go to the 
bank or go to the SBA for loans. I think this is a more constructive 
and hes ilthy way. 

I think the other problems of small business are very great, the 
pressure of labor, and so forth, that I do not want to bring up here. 

Senator Smaruers. Yes. As I said to Dr. Harris, the problem we 
have, and I am on the tax committee, is that every time we get ready 
to bring about a tax reduction and maybe change the tax laws, we 
have run into this statement from the officials of the Government: 
that to reduce taxes in any fashion is inflationary; and, because it is 
inflationary, therefore we should not do it. 

What we are trying to weigh is this: Are the needs of small business 
and the necessity of ‘keeping them alive—as our President has said, 
it is the heart of the American business world—does the importance 
of that outweigh even possibly the disadvantages of some increased 
inflation, if this is inflationary ? 

Mr. Bacu. Well, I would think so, because actually— 

Senator Smaruers. You say you would or would not think so? 

Mr. Bacu. Well, I mean big business—the inflationary period was 
some 10 years ago; it is over the dam. Big business has been able, 
through fast amortization, the 5-year writeoff, to take advantage. 
That was definitely inflationary. 

Little business has now come along and just waking up to the fact 
this is what they should have had, and this is what they should have 
done. There are very few businesses having that 5-year tax writeoff. 

Senator Smaruers. In other words, we are safe in putting vou on 
record as favoring this kind of a program, first, on the ground of its 
essentiality, despite what inflationary results some people may say 
it would have? 

Mr. Bacn. Yes, sir. Very definitely. 

Senator Smaruers. All right. 

Senator SALTONSTALL. May I ask just one question, Mr. Bach ? 

You say depreciate all new capital equipment as well as second-hand 
equipment at a rate to be determined by him. Would that not permit 
a man to pay his taxes, so to speak, to himself by, we will say, estab- 
lishing a rate of, say, 4 years for the equipment that he bought, and at 
the end of 4 years, with the depreciation he has, he could turn that 

capital equipment in and buy new capital equipment, and do the same 
thing, keep on doing that? 

Mr. Bacu. Well, yes. 

Senator Satronstaty. It might mean he would be growing larger 
all the time. 

Mr. Bacu. Yes; he would. He would grow larger. Sometime, 
the taxes would eventually catch up with him. But I would limit 
that to 5 years so you cannot do it all the time. 
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Mr. Sruurs. Would it not be true, if he did that, he would have 
discarded a machine which presumably had some life, and be forced 
to buy new machinery ? 

Mr. Bacu. Well, he would be doing it out of his own funds, he 
would be forced to buy new machinery. He would create new jobs. 

In addition to that, he would bolster up the capital-goods market, 
which at the present time is going down, down, ‘en very rapidly. 

Senator Sarronsratu. Thank you. 

Mr. Erickson. Mr. Bach, just two short questions, if I may. 

On page 3 of your statement, you suggest or join with the White 
House Committee in two suggestions: One, that the corporation with 
10 or fewer stockholders be given the option to be taxed as a partner- 


sh 

bo you see any reason for the 10 or fewer stockholders limitation 
on that? 

Mr. Bacu. Well, actually, it is rather complicated in my mind, and 
I do not have the answer to that. I do not know how you do it. I 
think it is a good idea, but I think it takes a great deal more study 
than some of the businessmen, small-business men, can do on it. 

Mr. Ertcxson. In other words, you think there should be a limita- 
tion of 10 or fewer stockholders ? 

Mr. Bacu. I think so. Of course, this goes back, I mean, to the 
double taxation of dividends, where a small-business man cannot get 
his money out of the corporation in the way of dividends. He is 
criticized if he takes too big an income for himself. And then if he 
wants to pay himself dividends, he gets double taxation, and the 
small business cannot afford that double taxation. 

Mr. Erickson. Do you feel that the definition of “small busine 
should lie between 10 and 11 nee 

Mr. Bacu. I do not know. I do not know if you can cut it there. 

Mr. Ertcxson. That was the point of my question. 

Mr. Bacu. No. That was just—I assume that the Cabinet Com- 
mittee studied it more thoroughly than I could. 

Mr. Ertcxson. I was just looking for your personal opinions. 

Mr. Bacu. Yes. 

Mr. Erickson. One other short question: You recommended, along 
with the Cabinet Committee, the alternative to pay the estate tax by 
installments in 10 years. Do you feel it would be proper to charge in- 
terest on those installments ? 

Mr. Bacu. Well, I had not thought of that, but if the interest is 
small enough, it might be. Maybe you could set a minimum of 5 years, 
and over 5 y ears you might charge interest. But the difficulty there is, 
each little corporation, they may have all the funds available tied up in 
inventory, and it might take them many years to liquidate that in- 
ventory in order to pay the estate taxes. 

Mr. Ertcxson. Well, it is suggested there is going to be no loss to 
the Government by this extension, and of course there would be the 
interest loss unless we 





Mr. Bacu. Perhaps that would be justified for over 1 or 2 years, 
after that, so that people do not take advantage of it. 

Mr. Errcxson. Thank you. 

Mr. Bacu. Take advantage of the Government, rather. 

Senator Satronstrauy. If ‘there are no further questions, thank you, 
Mr. Bach, for coming here this morning. 
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Mr. Bacu. Thank you. 

Senator SatronsTaLu. The next witness is Mr. Richard Gallant, of 
the Gallant Manufacturing Co., Inc., of Newmarket, N. H. 

Mr. GaALuant. Yes, sir. 

Senator Satronstauu. Mr. Gallant, you may proceed. 


STATEMENT OF RICHARD GALLANT, PRESIDENT, GALLANT 
MANUFACTURING CO., INC., NEWMARKET, N. H. 


Mr. Gauuant. I would like to say here, I have not been in business 
long enough to gain such a respectable list of boards of directors, and 
things like that, to have been on the New England Council and the 
rest of it. 

I purchased 2 years ago a textile mill, and I did that primarily be- 

sause I knew only textiles, and I am a third generation in the textile 
industry, and I am rather stubborn about believing that New England 
still can have some textile industry. 

After I read my report 

Senator Smaruers. Let me just say we welcome a young fellow who 
has had the courage to go out and buy a business, and within the last 
2 years. And there are some of us here who like to feel we have some- 
what the same problem you do, particularly with respect to longevity. 
So you go right ahead. 

Mr. Gattant. Thank you. 





NO. 1. DOES THE FEDERAL TAX STRUCTURE HAVE ANY EFFECT ON SMALL 
BUSINESS DIFFERENT FROM THAT ON OTHER SEGMENTS OF THE ECONOMY ? 


The effect of the Federal tax structure on all segments of the 
economy is basically one which reduces the payor’s ability, whether it 
be a business, individu: al or what-have-you, to purchase, invest, or to 

save. ‘This effect is universal. However, in regards to a small busi- 

ness, there are more responsibilities entailed to the individual owner 
or owners because of the mass of information which he must gain or 
seek in order to direct his affairs wisely. He no longer limits respon- 
sibility to himself but adds responsibility for his employees, his 
creditors, his debtors, and any other with whom he comes in contact 
in a business way. 

It appears to me, therefore, that in order for small business to fulfill 
its obligations there should be some form of encouragement from the 
Federal Government. 

There must be created a greater incentive to enter or create small 
business or, in my opinion, the trend to larger operations will 
continue. 

[ believe the root of this country is based on the individual’s ability 
to save and invest his savings, and even though there are obvious 
economies to be gained from greater production, the atmosphere 
should be such that an individual or small group of individuals can 
start a business and grow strong during its first years of life. 

I understand that the rate of failures is currently equal to the rate 
of entries into business. Obviously some of these were either poorly 
financed or poorly planned or both, and thus probably should not 
have been started in the first place. However, I do not feel that the 
two should be in relative balance but that there should be an ever- 
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increasing number of successes and that this result can only be gained 
by creating an atmosphere in which the early years may be spent in 
strengthening a business standing. 

One of the best ways that I know of to do this is for the Federal 
Government to relax the taxation schedule in some manner during 
the first years of life. 


NO. 2. IS TAX RELIEF NECESSARY ? 


It would be presumptous of me to add to reasons given in a pamph- 
let entitled “Taxation for Growth,” by J. Cameron Thomson, vice 
president, Committee for Economic Development. 

This pamphlet does not dwell merely on tax relief for small busi- 
ness but rather takes the broader subject of the whole tax structure. 
It points out the increasing Federal expenditures by category since 
1948. 

Defense expenditures have increased from 13 billion to 43.6 billion, 
and nondefense from 18 billion to nearly 37 billion. This was a more 
rapid rate than either the increase in prices or the growth of popula- 
tion. And I quote from this pamphlet: 

The unrelenting upward drift of Government spending has had impressive 
effect. Fifty years ago the Federal, State, and local governments accounted for 
1 out of every $15 spent each year in the Nation. They now account for 1 out 
of every $4 spent. 

In each of the past several years, however, Federal cash revenues have in- 
creased enough to permit some tax relief if the temptation to spend the addi- 
tional revenues had been resisted. Result: Essential tax reductions further 
postponed. 

The impact of all this increased spending should be obvious. The 
small business which is incorporated must pay at the same rate as a 
large publicly owned one. It is impossible for the small corporation 
in a competitive market to retain sufficient earnings to expand or even 
replace outmoded equipment and plants. They cannot issue new stock 
and their borrowing capacity is extremely limited. 

In looking to the future we can make a choice between leaving more 
money at the disposal of individuals and corporations which they can 
“spend, save, or invest as they please—or of expanding Government 
programs.” This is from the same pamphlet. 

It is a basic economic principle that in a capitalistic economy during 
good financial periods, Government should reduce spending; and in 
poor economic times, the Government should increase spending in or- 
der to try to balance out the ups and downs of our economy. 

It has yet been shown that we are making the slightest attempt to 
recognize this basic fact. Unless we wish to have our Government 
eventually control all our economic activities, it seems to me we should 
make a strong attempt to correct the situation now at a time of un- 
precedented prosperity, rather than wait until our economy sags, so 
that increased Government spending continues forever. n 


NO. 3 


It is my opinion that the best way to aid small business in getting 
a firm foothold is to set a minimum of, for instance, $10,000 below 
which no tax would be assessed and have a graduated tax return from 
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this minimum to $50,000. Above that, the capabilities of paying taxes 
even at the present rate increase markedly. 

As an example of the way in which the present schedule hurts, I 
should like to point to my own company, which I purchased in De- 
cember 1955. 

Our fiscal year profit ending November 2, 1956, was approximately 
$8,000 on gross sales of $114 million. Of this profit I had to pay 30 
percent to ‘the Gov ernment, which left me a net profit of 0.38 percent 
of sales. 

In order to purchase my company, I had to borrow considerable 
funds, and in fact am set up to repay at the rate of $25,000 per year 
The $2,400 I had to pay to Government was obviously a considerable 
liability at the time when I needed every cent I could possibly get. 


NO. 4. ESTATE TAXES 


There are on record innumerable cases of corporations, started by 
individuals, which have found it necessary, in order to avoid the ex- 
treme pressure of raising large amounts of cash upon their owners’ 
death, to sell or dissolve these corporations. 

At present, the death of an owner requires that the tax on his es- 
tate be paid in cash shortly after the court sets a valuation on his es- 
tate. 

To be sure, one can purchase life insurance or other means of pro- 
viding for this high cash outlay. However, in most cases it has meant 
that the company has to be sold or liquidated, and invariably at a de- 
pressed price, in order to raise the amount necessary within the time 
limit. 

It would be my suggestion that the estate tax be allowed to be paid 
over a 5-year term, in order to assure the continuance of a greater num- 
ber of these firms or in the event that they must be sold, to allow enough 
time to gain a fair and equitable return. 

To use my own business as an example again: When I have fully 
paid my debt, my estate would be valued at somewhere in the vicinity 
of one-half million dollars. After allowing for various deductions, 
my estate would have to raise between $75 000 to $95,000 in cash. 

This would exert an undue hardship upon my heirs, because in order 
to do this the business would have to be sold at a loss and, of course, 
the final value of my estate would be considerably lessened. 

After spending many years in building a business and an estate, no 
one likes the idea of having it dissolved as soon after his death as 
possible. In order to protect against such a catastrophe, I could insure 
myself by the corporation so that this money would be available. This 
would cost an additional $2,000 or more a year, which I can little afford 
at this time. 

It can easily be seen that were this amount to be paid over a 5-year 
period, the business could continue, the Government would actually 
get more money because the value of the estate would be higher, and, 
barring extremely poor market conditions, the money could be paid 
from current operations. 

NO. 5 


I should like to say in closing that it has been my observation that 
the success or failure of any business, large or small, depends a great 
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deal on the flow of ideas. Particularly in a small business, when an 
owner must spend considerable time in conjunction with experts in 
the tax field to try and reduce his company’s tax, the time allowed for 
thinking and developing is sharply reduced. 

As formidable a task as it may seem, it is my opinion that we must 
work out a much more simplified overall tax structure with consider- 
able recognition being given to the fact that small business in the 
United States is the backbone of our industrial development, and this 
deserves our Government’s utmost encouragement. 

Senator Sauronstautu. Are there any questions ? 

Mr. Erickson. How do you feel about interest on installments of 
an estate tax? Do you think interest would be proper? 

Mr. Gatxiant. I do not. I think the increased valuation that the 
Government would get—for instance, let me go back one step. Ifa 
corporation had to be sold at a depressed price, the Government is 
going to get less money because of that depressed price. 

If it were possible to pay these installments over a period of time, 
the corporation would ooaher not have to be sold, the value of the 
estate would be higher, and consequently the Government would re- 
ceive more money. 

I think that that would be adequate return to the Government for 
the payment of this money. 

Senator Sarronstatt. Thank you very much, Mr. Gallant. We 
appreciate your coming here this morning. 

Mr. Gatuant. Thank you. 

Senator SmaTuers. It was a good statement. 

Mr. Gauiant. Thank you, sir. 

Senator Sautronstauu. The next witness is Mr. S. Abbot Smith, of 
the Thomas Strahan Co., of Chelsea, Mass. 


STATEMENT OF S. ABBOT SMITH, PRESIDENT, THOMAS STRAHAN 
C0., CHELSEA, MASS. 


Senator Satronstaty. Mr. Smith, you have been to many of these 
meetings, I know from personal experience. Would you like to have 
us put this full statement in the record at this point, and then perhaps 
you can summarize it or talk off the cuff ? 

Mr. Smiru. I would like very much to do that, sir, because I think 
that most of these things have been talked over at considerable length, 
and there is no need to reiterate them except they should be in the 
record, 

Senator SatronstaLu. Without objection, that can be done; and 
perhaps you can summarize your statement. 

Mr. Smiru. I should like to very much. 

(Mr. Smith’s prepared statement follows:) 

My name is S. Abbot Smith. I am president of Thomas Strahan Co., a small 
business which has been manufacturing fine wallpapers in Chelsea, Mass., since 
1886. I am also a past president of the Smaller Business Association of New 
England, Inc., and still a director. From its creation in July 1942 to February 
1945 I was a director of the Smaller War Plants Corporation in Washington, our 
job being to mobilize the facilities of the small manufacturers of the country for 
war production. During the Korean war, President Truman appointed me a 
member of his National Advisory Board on Mobilization Policy. 


As you can see, I have been keenly interested in the welfare of small business 
for many years. It is a matter of real gratification, therefore, to me and all 
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the members of our Smaller Business Association of New England, Inc., which 
has been working on these problems for almost 20 years that your committee 
is holding this hearing in Boston. This coming year is a critical one. We hope 
that based on the firsthand information you are now gathering you will be 
able to convince the Congress that some tax relief must be granted as soon 
as possible and in a form which will be particularly suited to give relief to 
small business. 
IMPACT OF TAXATION ON SMALL BUSINESS 


When taxes were low, they did not have much effect on either large or small 
business, but as they have increased they have borne more and more heavily and 
inequitably on small business. 

This shows up in various ways. For instance: the profits of small business 
are much less stable from year to year than those of large business. Conse- 
quently, if the small business is not incorporated, its earnings some years will be 
in the high income-tax brackets but these payments are not offset by the years 
when earnings are in the low brackets. Thus, the total taxes paid are more 
than if the same income had been averaged for several years. 

On the other hand, if the small-business man is incorporated, he still labors 
under a heavy handicap because while the top tax bracket is 52 percent, one 
must also remember that those earnings are taxed twice, first to the corporation 
and again when paid in dividends. There is little left to plow back into the 
business. 

FINANCING SMALL BUSINESSES DIFFICULT 


There is no need to expatiate on the great disadvantage under which small 
businesses labor when trying to obtain additional financing to expand. Further- 
more, obtaining additional financing is practically impossible if business is poor 
which is when financing is most needed, not to expand but just to enable the 
concern to continue in existence. The fact that such a large portion of its profits 
when it does make them are drained off by taxes makes small business a risky 
venture in the eyes of both bankers and investors. 

Today, financing small businesses is made even more difficult with the high 
interest rates and the even greater selectivity being exercised by bankers. It is 
only natural that with only limited funds to loan, banks should select the com- 
panies even more carefully and pay special attention as to which ones they 
think will be their best customers. Obviously, the larger companies look both 
like better risks and more likely to be better customers Over the years. 

In contrast to the large companies which can obtain long-term financing from 
banks or insurance companies or through the sale of stocks and bonds, altogether 
too many small companies find their only means of financing is out of earnings. 
But the present tax structure makes this practically impossible for most of 
them. AS a consequence, many small companies are forced to either sell out to 
or merge with large companies as the only way to continue in business. 


TAX OF 50 PERCENT UNFAIR AND BAD 


It is my personal feeling that any tax which takes more than 50 percent is 
both unfair and bad. It puts the Government in partnership with the business- 
man on a “heads I win, tails you lose” basis. It kills incentive. Why should a 
man work harder just to pay the Government more when the Government gets 
more of the additional earnings than he does himself? This is particularly 
true in the case of the small-business man because here there is such a very 


direct connection between his personal efforts and the earnings of the business, 
whether incorporated or not. 


TWENTY-FIVE-THOUSAND-DOLLAR STEP POINT SHOULD BE RAISED 


Nowadays, it takes much more money to run a small business. Stocks of goods 
cost more, receivables run higher, more expensive equipment is required such as 
cash registers, adding and bookkeeping machines, and so forth. It is much more 
expensive, too, to hire the help who are required to keep all the records insisted 
on by the Government, and this includes the deduction of withholding taxes, and 
so forth. This should be taken into consideration in setting the tax-bracket steps. 
If the $25.000 point was right at the time it was first set, then surely it ought 
to be raised to at least $50,000 now with a 50-cent dollar. 
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ADDITIONAL FUNDS NEEDED FOR RESEARCH 


Nowadays, it is obvious that even small businesses must have market surveys 
made, do research on their own, and all that sort of thing. Where are they going 
to obtain the money for that kind of expenditure when the Government drains 
off so large a part of their profits? 

On the other hand, in its September 7 issue Business Week reports that its 
reporters found in a check of cost cutting (presumably mostly among larger 
companies) that “so far at least, few companies are wielding the ax on re- 
search, or sales. Almost without exception, in fact, companies with research 
programs are putting more money into them, not less.” Another case of “to him 
who hath, shall be given.” 

WHAT ARE THE REMEDIES? 


The question is: What can be done to best help small businesses by changes in 
the tax structure? 


Allow plowback of $50,000 tax exempt 

To my mind, the one most important step which might be taken would be to 
allow business—any business—to plow back earnings each year tax exempt up 
to some specified amount such as $50,000. This provision would apply to all 
businesses, but while it would be of great importance to the smaller ones, it 
would be of little importance to larger concerns. While it would, of course, re- 
sult in some loss in revenue to the Treasury, nevertheless, I believe this loss 
would be quickly made up by the creation of more jobs by healthier small busi- 
nesses and in this way the Treasury would ultimately obtain more revenue from 
both businesses and individuals. 


Retain income-tar money on loan basis 


If that proposal would cost the Treasury too much, what would you think 
about allowing a business to keep the amount of his income tax on a 10-year loan 
basis if the money is plowed back into the business? He could attach a form 
to his tax return certifying the amount and the use to which the money is put 
and signing a loan agreement on a 10-year amortized basis with interest at the 
average rate paid by the United States Treasury the year previous. There should 
be a ceiling, perhaps $150,000, on the amount which could be accumulated in this 
way. 

That would save the “Washington overhead” involved in collecting the money 
from the taxpayers and paying it out again as a loan through the Small Business 
Administration. 


Allow longer carryback of losses 


Another help, especially to small businesses, would be to allow a longer carry- 
back of losses. The 5-year carryforward helps, too, but if concerns could 
carry back losses for a longer period than the present 2 years, they could obtain 
the cash which is needed to help them survive. If they don’t survive, then 
the carry-forward is of no value. This would be helpful for the established 
businesses which have some good years behind them. 


Reduction in corporate taz rate badly needed 

It seems to me that a reduction in the corporate tax rate is badly needed. 
Moreover, I feel that whatever is done should apply to all businesses. However. 
the reduction should be so devised that the revenue loss which is incurred would 
be so allocated as to do the greatest possible amount of good. For example, re- 
ducing the normal tax would help more businesses than reducing the surtax. 


Personal exemption should not be increased 


It is my opinion that increasing personal exemptions would cost a lot of money, 
would be definitely inflationary and yet do little real good beyond possibly giving 
a shot in the arm to the producers of consumer goods particularly. 


Reducing higher individual income-taz rates would be beneficial 


Personally, I think reducing the higher individual tax rates which really pro- 
duce relatively little revenue would help keep more able men working harder, and 
more of the time, and thus help our whole economy. It probably would also 
make them better sources of venture capital and thus help provide financing 
for small businesses. 
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Ieeduce the capital-gains tar 


Another real help, not only to small business but also to the whole economy, 
would be to reduce the capital-gains tax to 10 percent. This would thaw out a 
lot of capital now frozen with large, long-term profit situations and make it 
available for other investments, much of it was originally venture capital 
and would become so again, so at least a part of it would undoubtedly flow into 
small businesses. 


Double taxation of dividends should be reduced 


It seems to me the double taxation of dividends is both unfair and economically 
undesirable, so it should be reduced to the greatest extent the Treasury can 
‘ ff. 1 
anvoord., 


Investments in small businesses should be made attractive tarwise 


Another change in the tax law which might help make more risk capital avail- 
able to new small concerns would be to allow dividends from them to be tax 
exempt up to the amount of the original investment. There are doubtless other 
exemptions of that type which would make investments in small concerns more 
attractive to the owners of capital, such as allowing losses on investments in 
small businesses to be deductible from current income. After all, an invest- 
ment in a small concern is risky. The reward for taking that risk, if success- 
ful, must be sufficient to make it attractive in view of the possible losses which 
may ensue. At the present time, the tax situation is such that taking risks of 
this kind is not attractive. Again we have that, “heads I win, tails you lose” 
situation with regard to the Government and its take. 


It should be optional to pay estate tares over a period of years 


It should be possible, if desired, for estate taxes to be paid in installments 
over a period of years, perhaps 10, if part of the assets of the estate are in 
one or more closely held small businesses. Incidentally, the limitation to 10 
stockholders is too tight; several of the founders might each have 4 or 5 chil- 
dren. Otherwise, either the owner or his estate may be forced to sell or merge 
in order to obtain the cash required to pay the estate taxes. Any such sale or 
merger being done under pressure must usually be done disadvantageously. 


It should be optional for partnerships and proprietorships to be taxed as 
corporations 


There is no question but what partnerships and proprietorships should be able 
to elect to be taxed as corporations if they so wish. The original objection was, 
I believe, the difficulty of separating the funds of the business from the private 
funds of the owner but that is now easier, probably because people have been 
so well trained by the income tax collectors. 


Depreciation provisions should be same for used as for new equipment 
Likewise, it is ridiculous and probably really due to oversight or lack of un- 
derstanding at the time that section of the act was written, that the deprecia- 
ion provisions of the law were not made to apply to newly acquired used 
equipment as well as brandnew equipment. That should be remedied at once. 


Proprietors of unincorporated businesses should be treated as employees under 
qualified plans 
Of course, a proprietor of an unincorporated business should be allowed to be 
treated as an employee under qualified pension, profit-sharing, or stock-bonus 
plans. Why should he be penalized just because he is his own boss and 
treasurer? 


Corporate income tax should not be made progressive 


It is my personal opinion, although many disagree with me, that a progressive 
corporate income tax is neither fair nor economically sound. It would accentu- 
ate the unfairness of the double taxation of dividends. Who knows whether 
the recipient of the dividend is in a high or low tax bracket? Probably the 
best justification for the progressive tax, if it is a justification, is the fact that 
the larger the corporation and the higher its profits, the better able it is to take 
advantage of whatever ways and loopholes there may be to avoid paying taxes 
of all kinds and it is also better able to pass them on in one form or another. 

However, having seen the way the rate of progression in the individual tax 
has mounted over the years, I do not think we should open the door to the same 
process in the corporate tax. The steps now in the tax are enough in that 
direction. 
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Raise exemption from surtaz or reduce normal tar 


Since those step points are purely arbitrary, it does seem as if they might 
be changed. If the exemption from surtax can be raised, it will help many 
small companies. If the normal tax can be reduced, that, too, will help, but 
will be costly to the Treasury. After all, we do have to be practical and not 
forget that the Treasury must have the revenue needed for operation of the 
Government, our Defense Establishment, etc. If the revenue is reduced at one 
point, it must be increased elsewhere except as wasteful expenditures may be 
reduced and better, more effective budgetary procedures adopted. 

At the same time we must also remember that every reduction in taxation 
on business at the lowest levels is of very real help to the some 4 million small 
businesses of the country. 

Effectuate first the tax reductions most helpful to small businesses 


It is my personal opinion that it would make for a sounder economy as a whole 
and benefit all through increased jobs and healthier businesses and at the same 
time be less inflationary, too, if those tax reductions were put into effect first 
which would be of most help to small businesses; for instance, allowing some 
tax exemption on profits plowed back into the business each year. 


CONCLUSION 


As I see it from personal observation, the present tax structure bears unduly 
and unfairly heavily on small businesses, It is making their financing increas- 
ingly difficult, in the case of both new and established businesses. It is making 
their growth more difficult, sometimes threatening their very survival. It is 
forcing more and more of them to give up their individual identities through 
sales to or mergers with larger companies. 

It is the competition and growth of these thousands of small businesses which 
have made our economy so dynamic over the years, which have produced many 
of our most capable leaders in all fields of business. From many of them have 
grown the industrial giants which have made America and American production 
the envy of the whole world and which in time of war enabled us to overcome 
our enemies. 

The present tax structure must be changed so as to preserve this basic segment 
of our economy, to keep our small businesses healthy and dynamic. 


Mr. Smirn. I do not think there is any need to point out the need 
of small business for some relief. One point which has not been men- 
tioned, I believe, is the fact that the unincorporated small business 
in years of good times, and when they have good business, is in a 
high-income tax bracket. When business is poor, they are in the low. 

But the two do not offset each other, and consequently, if the income 
could be averaged over a period of years, he would pay a lower tax 
than he does when he pays a high bracket one year and a low bracket 
in another, and I think it is a point to be considered. 

Mr. Sruuts. In Los Angeles, Mr. Smith, we received a suggestion 
that there might be a 5-year continuing average, so that each year 
you would pay for that immediately preceding the 4 years before. 

Mr. Smiru. I think that would be a very good idea, indeed. 

Mr. Srutrs. Do you find that in your experiences in the New Eng- 
land Association, most of your colleagues have a more sharply fluctuat- 
ing income than, let us say, the larger corporations in the State? 

Mr. Smiru. Not only in the association, but statistically, I am sure 
that is true. Small business has much sharper ups and downs than 
big business, which tends to run on a more average amount. 

‘In that same connection, speaking of that same thing, I suggest that 
the carryback of losses should be more than 2 years. You have a 5- 
year carry-forward, but if by having a longer carryback you have 
some good years behind you, you then have some cash with which to 
continue. 
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If you are not able to continue and survive, then the carry-forward 
is no good to you, which I think is another point which has not been 
mentioned but which should be. 

Personally, I think any tax 50 percent or over is too much. I think 
that with a partner who is in on a “Heads I win, tails you lose” basis 
and takes 50 percent, it is very unfair, and I would not want any 
other partner except Uncle Sam on that basis, and I would rather 
he went out, too. 

Another point: If the $25,000 step in the income tax, being normal 
and surtax, was right when it was set up—I realize it was arbitrary— 
but if that was a proper figure, then with a 50-cent dollar it seems 
to me that ought to be at least $50,000 instead of $25,000. 

Personally, I think that the most important thing which could be 
done to help small business would be to allow any business to retain 
up to, say, $25,000 or $50,000 of their profits each year if the money 
is plowed back into the business; whether it should be $25,000 or 
$50,000 is something else for others to determine. 

But it seems to me that goes directly to the root of the trouble, 
which is that small business does not have money enough to go on, and, 
if they earn it, they ought to be able to keep a larger part of it so 
long as it is retained in the business. 

Senator Smaruers. May I ask you right there, in business, if you 
could get this particular suggestion you made with respect to plow- 
back money, or a reduced percentage tax, say you could only get one— 
I hate to ask you this question, but we are faced with this practical 
question: We canot give too much relief; we must keep the Govern- 
ment in the black, and we cannot reduce income beyond a certain 
point—which one of these things do you think would be most helpful 
to you? 

Mr. Smirn. I would say that the plowback, this provision, would 
do more good than any other one single thing. He specifically knows 
where he stands, and I think there is no question about it. Now, I 
have made an alternative suggestion, which I have not heard men- 
tioned. I do not know whether it is worth while or not. I would like 
to make the suggestion to you just to see what your reaction is on it, 
and that is that the individual business be allowed to retain the money 
which it would pay as an income tax on a loan basis, amortized, we 
will say, over 10 years, or something like that. I simply throw that 
out as another means. It is practically the same as this plowback 
thing, except it would cost a little less. 

Senator Satronstaty. Mr. Chairman, I would say this: A quick 
reaction to that is this: Of course, the Government budget is based 
on acash basis. They are not based on an accrual basis. One of the 
important propositions before the Congress at the present time is to 
put Government accounting on an accrual basis. Personally, I am in 
favor of it, as is my colleague, I know. And, if you could put the 
Government on an accrual basis, possibly we could put you on an 
accrual basis. But we are on a cash basis today. 

Mr. Souiru. Yes. 

Senator Satronstatn. That is a quick answer, I would see, to your 
question. 

Senator Smatruers. That would be my answer, too. Unfortu- 
nately, we are not operating at a sufficient surplus which would allow 
us to gamble much on the fact that you fellows might pay or might 
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not pay in 5 or 10 years. It would be good if we could, but I doubt 
if we could, as a practical matter. 

Mr. Smrrn. I have mentioned this longer carryback of losses, 
which, I think, could be a great help and give them a chance to go 
forward during the bad years. I think the corporate-tax rate should 
definitely be reduced, and that, obviously, reducing normal tax would 
help more businesses than reducing the surtax. 

I think the question which has been frequently raised is one as to 
the desirability or relative desirability of increasing personal exemp- 
tions versus reducing taxes on business. I am very much in favor 
of the relief to business rather than raising the personal exemptions, 
because they would cost a lot of money, and I do not think they do 
your general economy any good other than make people, individuals, 
feel better. Most of them will go out and spend it, which is definitely 
inflationary, which is the one thing we are all trying to avoid now, 
and I suppose the people who would profit most would be the pro- 
— of consumer goods. It would be a “shot in the arm,” tempo- 
rarily. 

I mean, it is a good deal like the bonuses paid to soldiers, the veter- 
ans. It gave aspurt, temporarily, and that is about all. And I think 
this increase in exemptions would do the same thing. 

I think the higher individual tax rates should be reduced. The 
Government does not get much revenue out of them, and I think that 
the incentive to individuals to work harder and longer would be 
more than repaid in the improvement in the general economy, and I 
think at the same time it would increase the sources of venture capital 
for small business. They would have more money to invest, and I 
am sure a lot of them would take fliers in small business under those 
conditions. The double taxation of dividends is definitely unfair 
and economically undesirable. 

I think there are various ways in which you might make small 
business more attractive as an investment risk. For instance, you 
might exempt the dividends from taxes up to the amount of return of 
the original capital. If that were done, I am sure more people would 
be willing to take a chance on them. An investment in a small concern 
is a risky thing, and you have got to make your reward proportionate 
to the risk if you want to get additional equity capital to put into them. 
I am heartily in favor of having estate taxes payable over a period of 
years, if it is so desired. 

I think the limitation of 10 stockholders is altogether too tight, to 
answer the question which you asked originally. After all, if you 
have 3 partners and each has 5 children, there are 15 when the 3 origi- 
nal partners die. I think it might be possible to limit it to a certain 
number of families, if you wish to, but I think the 10 stockholders is 
ridiculous. 

Mr. Srutts. Incidentally, Mr. Smith, I do not believe anybody has 
tied stockholders into the estate tax. All you are talking about 1s the 
decedent’s estate, and you say perhaps—— 

Mr. Smarn. That is true. 

Mr. Srutts (continuing). Perhaps the decedent’s estate is held, a 
large percentage of it is held, in a nonpublic 





Mr. Smiru. Is not a definition of a closely held, small business 10 
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Mr. Srurs. That is not in the law at this time, is it, Counsel ? 

Mr. Smiru. I thought it was. 

Mr. Srutts. It is not in the law at this time. There has been a pro- 
posal to make it that. The only definition is on the decedent’s estate. 

Mr. Smiru. Well, that was my understanding. 

Mr. Errcxson. Well, Mr. Smith, actually, the definition for this 
other purpose, of a closely held corporation, to allow or permit the 
election of a corporation to be taxed as a partnership, I am afraid 
would do much of what you are suggesting for other purposes, too. 
It would tend to be an overall definition for small business or a closely 
held corporation, in either case. I think it is something you people 
should consider, and that is why I raised it earlier, and that 1s why 
your suggestion is worth while. 

Mr. Smirn. Yes. I think there is no question but what partnerships 
and proprietorships should be able to elect to be taxed as corporations 
if they so wish. Likewise, there is no reason in the world, as Mr. 
Bach pointed out, that depreciation should not apply to used equip- 
ment as well as new equipment. There is no reason why a proprietor 
of an unincorporated business should not be allowed to be treated as 
an employee under the stock-bonus or pension plans. Why should he 
be penalized because he is his own boss and the treasurer ? 

Personally, I am very much against a progressive corporate income 
tax. A lot of people do not agree with me, but it seems to me it would 
accentuate the unfairness of the double taxation of dividends. Who 
knows whether the recipient of the dividend is in the high or low 
brackets ? 

I think the best justification for the progressive corporate tax, if 
there is any justification, which I do not admit, but if there is one, is 
the fact that the larger the corporation and the higher its profits, the 
better able it is to hire expert counsel to find the loopholes and various 
ways to avoid taxes, and at the same time it is better able to pass on 
increased costs, including taxes, than is the small corporation. 

However, having seen the way the rate of progression has increased 
in the individual income tax, we certainly do not want to open the door 
to the same situation by a progressive corporate tax. 

I think that if the exemption from surtax could be raised and the 
normal tax could be reduced, that would be desirable; but, as the Sena- 
tor pointed out, the Treasury has to have the money to run the Gov- 
ernment, the Defense Department, and we have to keep that in mind 
and be practical about it. 

In closing, I just wanted to point out that if reductions are made, I 
think, or at least I hope, they will be made in such a way that they 
will give the greatest possible relief to small business. 

And in that instance, I reiterate again, I think the best step, the one 
single best step, would be allowing the plowback of some of their 
profits each year. 

The present tax law is very unfair, and especially to small business. 

It is the competition and growth of these thousands of small busi- 
nesses which have made our economy so dynamic over the years, which 
have produced many of our most capable leaders in all fields of 
business, 

From many of them have grown the industrial giants which have 
made America and American production the envy of the whole world, 
and which in time of war enabled us to overcome our enemies. 
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The present tax structure must be changed so as to preserve this basic 
— of our economy, to keep our small businesses healthy and 

ynamic. 

Senator Sarronstauu. Are there any questions? 

Senator Smatuers. No, thank you. 

Senator Satronsraty. Thank you very much, Mr. Smith. It is nice 
to have you here. 

Mr. Smiru. Thank you. It isa pleasure to be here. 

Senator Sarronstaty. The next gentleman is Mr. Richard P. 
Choate, of the Choate Grocery, of Hallowell, Maine. 

Is Mr. Choate here? 

Mr. Cuoate. Yes, sir. 

Senator Sauronsratt. Is Mr. Arthur Charles appearing with you, 
Mr. Choate ? 

Mr. Cuoarte. I think he is to follow me. 

Senator Sauronsratu. He is to follow you as a separate witness. 
All right. 

Mr. Choate, do you wish to read your statement, or would you 
prefer to have it put in the record and then perhaps summarize it and 
talk off the cuff? 

Mr. Cuoarr. I think I would prefer to read it. 

Senator Satronstatu. All right, sir. 


STATEMENT OF RICHARD P. CHOATE, RETAIL GROCER, PRESIDENT, 
MAINE STATE GROCERS ASSOCIATION, HALLOWELL, MAINE 


Mr. Cuoatr. Mr. Chairman and gentlemen of the committee, 
my name is Richard P. Choate. I am president of the Maine State 
Grocers Association, representing 800 food retailers in the State of 
Maine. I am also a member of the Council of New England State 
Grocers Associations, and am a retail grocer. Our store is located at 
4 North Street, Hallowell, Maine. 

First, I want to pay my compliments to the committee for under- 
taking these hearings on the effect the present Federal tax structure 
has on small business. As a representative of retail food dealers, I 
want to thank each of you for the time and effort you are devoting 
to this important subject. 

We feel that your efforts in conducting these hearings are a serv- 
ice to the entire Nation, and not just to small business. 

To preserve an efficient system of retail food distribution, it is 
essential that independent food retailers be given an equal opportu- 
nity to succeed and grow larger. There must be no artificial impedi- 
ment standing in the way for them to expand their business by im- 
proving their existing facilities and adding additional ones. Particu- 
larly is it necessary that they not be denied adequate sources of capi- 
tal just because they are in the category of small business. 

These, gentlemen of the committee, are some of the reasons why we 
commend you for your action in holding these hearings, and why 
we consider it a privilege to appear here. 

The problem faced by independent foodstore operators in acquir- 
ing adequate capital is aggravated today for many reasons. 

The first is the increased investment required. A modern foodstore 
costs much more money to build, equip, and stock than was the case 
10 or 15 years ago. A medium-size supermarket today, able to han- 
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dle an annual sales volume of $500,000, requires a minimum of 5,000 
square feet, of which around 3,600 square feet is sales area. 

A store of this size would have sales of $8,000 to $12,000 per week. | 
The minimum cost to build this store is $8 to $8.50 a square foot. | 
With $50,000 for equipment, $25,000 to stock it, such a store would \ 
require a minimum investment of $115,000. | 

The trend in retail food distribution is toward larger stores. One 
reason for this is that the intense competition in the industry requires 


i 

operators to increase their sales volume so that overhead cost will be 
distributed more widely, thereby enabling them to sell their merchan- 
| dise at a lower price. Parking lots are now a necessity in many areas, 


requiring the purchase of more land. 

In addition, with the growth in population and the migration to 
suburbs, independent operators have to expand and move their stores 
in order to retain their share of the total market. 1 

Choice locations are hard for independent to acquire. Sometimes | 
it is impossible due to the fact that some lending institutions prefer 
to have large organizations as tenants. . 
All this adds up to fact that independent foodstore operators need 
| more and better sources of capital. ; ; : 
: The sources available to them have not kept pace with the increased ) 

need. The primary source of capital for independents today is re- . 
tained earnings. But the heavy tax load carried by these operators | 
| is preventing them from reinvesting in their business an adequate 
: share of their earnings. 
: One of the greatest difficulties independent food retailers face | 
today is that they are prevented by oppressive taxes from retainin 
more of their earnings for use as growth capital. These retailers find 
it difficult to enter the capital markets to supply their needs for more | 
working capital, and the rising interest rates make borrowing more 
costly. Neither do they have large cash reserves on which they can q 
depend. | 

There is no doubt that Federal taxes are compelling independent , 
food retailers either to postpone needed improvements or expansion 
of their business, or substantially to increase their indebtedness. 

In both cases, the result is that it is harder for such retailers to q 
maintain their relative position in the market and make a reasonable | 
sive after taxes. This condition induces mergers, and there have 

een many mergers in retail food distribution over the past 2 years. 

In my judgment, one of the greatest causes of harm to small busi- 
ness in food retailing today is the Federal tax structure. No action 
by the Congress could do more to help independent food retailers 
than to give meaningful tax relief for small business, 

The businesses I represent do not want a Government handout or a 
subsidy of any kind. They do want to be able to retain more of 
their earnings to improve and expand their business. 

The bill we think is best suited to do this is H. R. 5735 introduced 
in the House of Representatives by Congressman Thomas Curtis. A 
companion bill, S. 1820, was introduced in the Senate by Senator 
Potter of Michigan. 

This bill would— 

1. Allow a business—incorporated or unincorporated—to deduct 
from business net income, for tax purposes, an amount equal to addi- 
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tional investment in depreciable assets or inventory during the tax- 
able year, but not to exceed 20 percent of such income or $30,000, 
whichever is less. 

2. Permit the purchase of noninterest bearing estate-tax anticipa- 
tion certificates which would be excluded from the taxable estate up 
to a maximum of $100,000, and allow the owners of closely held busi- 
ness to pay estate taxes within 10 years after death. 

This second proposal relating to the Federal estate tax is needed 
to prevent the impairment of the financial status of a business when 
a major owner dies. Today, the estate tax is due within 15 months 
after death. Because of this, the death of a major owner of a small 
or medium-size business can force the liquidation of the business, 

The reasons why we support H. R. 5735 are these: 

1. Small-business tax relief should apply to all legal forms of busi- 
ness, including individual proprietorships, partnerships and corpora- 
tions. The majority of small business is not incorporated. 

2. Small-business tax relief should not attempt to deny relief to any 
business with income above an arbitrary line. It is practically im- 
possible to define with complete fairness “small business” for tax 

urposes, since what is small in one industry is large in another. 
nstead, the proposal for tax reduction should apply to all business, 
but be designed so that it is meaningful for smaller businesses. 

8. Small-business tax relief should not increase the taxes for any 
business. Taxes are high enough for everyone, and should not be 
made higher. 

4. Small-business tax relief should be tied to additional invest- 
ments for modernization or expansion of business. Restricting tax 
relief to this need would increase business activity and minimize any 
loss in revenue. 

Realistically, we know that any proposal which results in a huge 
revenue loss has little chance of success in the immediate future. 
Small business needs tax relief now; and there is a necessity, in our 
judgment, to make any proposal for that purpose both moderate and 
reasonable. 

Before closing, I would like to comment on the proposals for small- 
business tax relief which would establish graduated corporate tax 
rates. 

The main disadvantage of this suggestion is that the great majority 
of small businesses are unincorporated. Furthermore, graduated 
rates would penalize a small business with fluctuating income. 

Sometimes a business will have several years of very low profits. 
If conditions change permitting it to make much larger profits, grad- 
uated rates would increase the tax and deny business the opportunity 
to make up fully for earlier lean years. 

Graduated rates would also interfere with small business building 
up a cash reserve during years when great prosperity prevailed. 

The proposal has the added disadvantage of discriminating against 
business which requires a considerable capital investment. A business 
depends for success on a reasonable return on its invested capital. 
The higher the capital investment, the greater need there is for larger 
earnings. 

If tax rates are graduated upwards as income increases, a small 
business requiring a relatively large investment would suffer more 
than one which can get along with a smaller investment. 
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In conclusion, let me say that no tax proposal is perfect, but the 
one we think is best suited to meet the minimum initial needs of small 
business is H. R. 5735. 

Senator SauronstatL. Thank you very much, Mr. Choate. 

Are there any questions ? 

Senator Smaruers. No, thank you. 

Senator Sauronstatt. Thank you, sir; and thank you for coming 
down today. 

The next witness is Mr. Arthur H. Charles, of the Maine State 


Grocers Association, who will offer some resolutions of that asso- 
ciation. 


STATEMENT OF ARTHUR H. CHARLES, EXECUTIVE SECRETARY, 
MAINE STATE GROCERS ASSOCIATION; MEMBER OF THE MAINE 


SENATE; AND CHAIRMAN, COMMITTEE ON BUSINESS LEGISLA- 
TION 


Mr. Cuartes. Mr. Chairman and members of the committee, my 
name is Arthur H. Charles. I am the executive secretary of the Maine 
State Growers Association. I am also a member of the Maine Senate, 
and chairman of the committee on business legislation, so I certainly 
appreciate the difficulties with which this committee is faced. Maybe 
I should not say that, but I do know the difficulties you do go through, 
and I am going to be very brief in my remarks and my statement. 

I am here for just one purpose, and that is to present verbally two 
resolutions. One was adopted by the Maine State Grocers Associa- 
tion in convention last Sunday in Portland, Maine. The other was 
adopted by the New Hampshire Grocers Association in convention 
yesterday and today. 

I have been authorized by the president of the New Hampshire 
Grocers Association to represent them this morning, and to offer you 
their approval and endorsement of the program in which you are inter- 
ested, in giving small business an income-tax relief ? 

We certainly hope that you will record these into your record, and 
that the resolutions of Maine and New Hampshire will be recognized. 

Senator SatronstaLu. Thank you, Senator Charles. Your resolu- 
tions, if you will give them to the stenographer 

Mr. Cuartes. The resolutions will be mailed to the committee. 

Senator SauronstTaLu. Will be mailed to Mr. Stults ? 

Mr. Cuartes. Yes, sir. 

Senator Sarronstatu. Thank you very much. 

(The resolutions referred to follow :) 
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The resolutions adopted by the Maine State Grocers Association in convention 
September 22, 1957, at the Eastland Hotel, Portland, Maine, follows: 


JOINT LEGISLATIVE RESOLUTION 


Whereas all businessmen and industry believe in the expansion and promotion 
of trade and commerce and in order to share in the opportunity in our system 
of free enterprise on an equal and fair basis: Be it 

Resolved, That this convention, assembled in Portland, Maine, on this the 


22d day of September 1957, endorse and support the following proposals for 
legislative approval: 
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1. Provide Federal income-tax relief for small- and medium-size business to 
permit expansion of business the bill H. R. 5735 provides. 

2. Give the Federal Trade Commission jurisdiction of enforcement over re- 
tailer owned meatpacking plants in interstate commerce. 

3. Continue for some relief against discriminatory practices by strengthening 
the Federal laws and encouraging adoption of a suitable State law. 

This same resolution was also adopted by the Independent Food & Grocers 
Association of Manchester, N. H., in convention September 29-80, 1957, at New 
Castle, N. H. Authorization of representation and mention of acceptance of 
resolution is contained in the enclosed letter which you may spread upon the 
records. 


Senator Sarronstaty. Now we have a witness, Mr. George H. Kim- 
ball, of Kimball’s Store, Portsmouth, N. H., who is not scheduled to 
appear this afternoon, but who is here. 


Would you like to appear now ¢ 
Mr. Kimparu. Yes, sir. 


STATEMENT OF GEORGE H. KIMBALL, OWNER, KIMBALL’S, 
PORTSMOUTH, N. H. 


Senator Sarronstatu. Mr. Kimball, do you wish to read your state- 
ment, or have it put in the record and summarize it ? 

Mr. Kimeatu. I will be glad to summarize it. 

Senator Sauronstaty. Without objection, your statement will be 
put into the record at this point, and we will be glad to hear from you 
extemporaneously. 

Mr. Krmpatt. Thank you. 

(Mr. Kimball’s prepared statement follows :) 


STATEMENT OF GEORGE H. KIMBALL, PortTsMoUTH, N. H. 


My name is George H. Kimball, the owner of Kimball’s, a woman’s specialty 
store in Portsmouth, N. H. Opinions given by me today are my own and not 
of any organization of which I am an officer. 

In September 1939 my business commenced operations at the store’s present 
location, with my wife as my only selling clerk. Today, the store has expanded, 
employing 60 people, and occupies about 6 times the selling space of 18 years ago. 
It is a typical small business, with the same problems that confront thousands 
of others throughout our country. 

In order to insure a smooth-running economy, it is necessary that there be 
small businesses as well as big businesses. Generally speaking, big business 
such as Standard Oil Company of New Jersey, can offer to our society scientific 
advancement, as well as a product at a price well below that of a smaller busi- 
ness. However, when it comes to individualized service, small businesses are 
better suited to deliver products to their customers. For instance, in my own 
craft, there is no doubt that a large chain operation such as Sears Roebuck can 
deliver more dresses at a lower prices than can our store. But we are in a posi- 
tion to give our customers the individual attention as well as special products that 
they are unable to purchase in a mass-production type of operation. Likewise, 
a small electrical parts manufacturer, such as Palmer Electric Co., of Reading, 
Mass., can manufacture special parts for a submarine or a battleship that an 
industrial giant such as Gener] Electric cannot and will not make. 

Also, in the event of an economic recession, the vast number of small businesses 
would be adequate insurance to stabilize the economy. The very fact that they 
are so numerous and are spread over such a wide area will guarantee a slower 
movement toward any cutbacks. 

Our country, as well as big businesses themselves, were founded on the premise 
that an individual can operate as his own boss, and this fact is one of the best 
lines of defense against communism. You find that the labor unions waste very 
little time trying to organize the employees of small-business men. They find 
that the boss’ philosophy has sifted down amongst those who work for him. It 
is far easier to go into the larger plant of big business, where the worker has no 
immediate contact with management, representing the owner. 
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Another factor that should be considered in judging the merits of small busi- 
ness is that by encouraging the individual to further educate and broaden his out- 
look. The individual is not subjected to the day-in day-out humdrum life of the 
busdriver who drives around the same route 8 hours a day, 5 days a week. He 
is, by the very nature of his work, forced to meet varying and individual prob- 
lems on an almost hourly basis. In my store, I am the personnel manager, the 
credit manager, advertising manager, tax expert, traffic manager, general mer- 
chandiser, sign and pay all the bills, and even at time I have to push the broom. 
That is the work within my store, and on the outside I work with the chamber 
of commerce, the community chest, and take part in civic affairs. If I was one 
of a thousand or more employees of a large corporation I never would have the 
opportunity to learn to be a citizen with as varied an education as I have received 
during the past 18 years. The individual in small business has a freedom of 
mind that does not exist elsewhere. The economic machine becomes his servant, 
rather than the individual the servant. 

But small business needs help now from the Federal Government, rather than 
more ties to bind it. Congress is considering regulations to put our trade under 
the Fair Labor Standards Act, to increase postal rates; expansion of the mili- 
tary stores has already been approved, competing unequally with my private 
enterprise—and we are up to our ears in recordkeeping for income-tax purposes, 
and excise taxes as well. When you consider that in the last 6 months, according 
to Dun & Bradstreet’s reports, 6,998 businesses have failed—or roughly at an 
annual rate of 14,000, and also that this figure is over 10 percent more than the 
1956 rate, and 25 percent more than the 1955 rate, it is time that something be 
done to help people stay in business rather than thinking up new ways to make 
it more difficult to operate. Most of the establishments that fail can be classified 
as small business. Almost 50 discontinue operations every day of our calendar 
year. 

One of the chief reasons for failure is that their credit is no longer good. Why 
isn’t it good? The fact is that their costs of operating have risen faster than 
they could raise their prices to cover these costs. During their good years, taxes 
have siphoned away part of their profits that should have been saved for a rainy 
day. 

When a small-business man goes to a bank to borrow money, the rate of interest 
is usually 144 to 2 percent greater than when big business borrows at the so-called 
prime rate. Banks realize that small business has less chance of survival than 
big business, and so to insure themselve, charge a higher rate of interest. The 
very fact that the banks recognize that small business has the cards stacked 
against them proves that something should be done to equalize the balance be- 
tween little and big business. That is, of course, unless it is the will of Congress 
and the voters to have nothing but big business. 

It is also more difficult for small business to expand than for big business. 
With established credit and a lower interest rate, big business can go ahead 
with expansion plans, once they are deemed advisable. Small business, even 
though its plans may be sound, has great difficulty in raising working capital, 
due to the fact that banks do not rate their credit as high. Congress can change 
the rules to give small business an opportunity to expand as easily as big busi- 
ness. Once the small business has been given the chance to expand and has 
become a big business, then it does not need to be fostered. In the days of the 
pony express and in the early days of railroading, our Government granted sub- 
sidies in the form of mail contracts, and today our airlines likewise are receiv- 
ing favorable treatment. If small business is a necessary segment of our econ- 
omy, why shouldn’t it, too, receive assistance from our Government? The time 
to tax it heavily is when it becomes greater. You wouldn’t treat a 4-year-old 
child the same way you would a 14-year-old. You would expect to lend him a 
hand until he has learned to cope with society. 

On the premise that we want and need small business, and it has its place in 
our economy as well as big business, I recommend the following aids that will 
insure its very existence, and should cause a halt to the rising number of 
business failures. 


1. Decrease the normal corporate tax from 30 percent to 22 percent 


This would mean a tax saving of $800 to a corporation that earns only $10,000, 
up to a tax saving of $2,000 to corporations earning $25,000. Eight hundred dol- 
lars or even two thousand dollars is a small figure to industrial giants reporting 
earnings of millions of dollars, but these figures represent a large portion of 
capital investment to small corporations. These savings of $800 to $2,000 might 
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be the amount necessary to expand and provide more jobs, and eventually more 
taxes to our Government. The very fact that this tax assistance was permis- 
sible would mean that lending agencies, such as banks, would have more confi- 
dence in the opportunities of small business and perhaps another loan could 
be negotiated and at perhaps even a slightly lower interest rate. 

I have heard it discussed that this assistance to small corporations is unfair 
to the individual who is not incorporated. As we all know, corporate taxes are 
taxed twice, once when they are first earned and secondly when they are dis- 
tributed to the individual in the form of dividends. Let’s assume that an un- 
incorporated individual earns $20,000, has a wife and 2 children, and takes nor- 
nal deductions for charity and family expenses. Aren’t his total taxes lower 
than the individual who has incorporated his business and draws $10,000 sal- 
ary, and then is taxed first at the normal rate of 30 percent on the remaining 
$10,000 profit, and then a second time on the remainder that is distributed as 
dividends, but at a rate on the brackets over the $10,000 drawn as salary? Big 
business objects also to lowering of the normal rate from 30 percent to 22 per- 
cent. They want the surtax rate lowered from 52 percent to 47 percent. Why? 
Because that will help the corporations earning millions of dollars by $50,000 on 
each million earned. While if the normal tax is lowered as suggested they will 
save only $2,000. Small business will gain nothing by the lowering of the 
surtax rate, because most small businesses do not earn enough to be in the surtax 
bracket. It is only by lowering of the normal tax that small business can 
derive any benefit. 


2. Permit deduction of additional investment during the taxable year 


Thousands of small businesses do not have enough working capital to expand 
by reinvesting in their own businesses. And as mentioned before, banks are 
reluctant to encourage them to expand because of the existing set of rules on 
taxation. Actually at the end of the depreciation period, the Government would 
lose nothing in total taxes collected. I would suggest a schedule something like 
this: 

On any investments in capital equipment during a taxable year— 

Fifty percent on amounts up to $10,000 would be a permissible tax deduc- 
tion until written off; 

Twenty-five percent on amounts up to $25,000 would be a permissible tax 
deduction until written off; 

Ten percent on amounts up to $50,000 would be a permissible tax deduc- 
tion until written off. 

In computing the base amount, add the amount invested to the total net 
profit, after expenditures. 

By encouraging businesses to expand, it would act as a stimulant to the 
capital equipment business, providing more taxes to the Government both from 
such busineses and their employees. Also, subsequently, after the capital ex- 
pansion of the small business, the Government would derive more taxes from 
the small business and its employees. 


38. Permit estate taxes to be paid in installments over a period of years 


Acutally in the long run, there is no loss to the Government in total taxes 
collected. Because in the small business the individual is so important on his 
death and because of the necessity of liquidating the business to pay estate 
taxes, lending agencies are reluctant to advance funds to meet these taxes. 
Consequently many small businesses in such instances are forced to close their 
doors forever, just to meet their obligations to the Federal Government. Even 
while the individual is still alive, and existing laws demand the payment of 
estate taxes in one lump sum, he is constantly taking moneys that could be used 
for plant expansion and saving them up into a fund, to protect his business 
in the event of his death. In my own business right now, we are paying out 
$2,400 a year to cover an insurance policy on my life. This was necessitated 
by the fact that credit agencies demanded it of me, in order to grant our busi- 
ness credit necessary to operate. It was only prudent under existing laws for 
me to carry this policy to protect my family in the event of my death. Other- 
wise they would have had to liquidate either a portion or all of the business to 
meet estate taxes, and unfortunately we cannot choose the moment to die to 
coincide with an excellent opportunity to sell a business. This $2,400 a year 
reinvested in my business would give me almost as much additional capital as 
lowering the normal corporate tax rate from 30 percent to 22 percent. 
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Time does not permit me to list additional methods of aiding the small-busi- 
ness man. I can only assure you that tens of thousands of them, many smaller 
than myself, need every bit of consideration possible from our Congress. 

I want to thank you for the time you have granted me, and I hope I have 
been of some small help to you gentlemen in coming to a decision for the 2d 
session of our 85th Congress. 

Mr. Kratz. I am George H. Kimball, of Kimball’s, a women’s 
specialty store of Portsmouth, and these opinions are my own and not 
of any organization of which I am a member or an officer. 

I have been in business for about 18 years now. I started in busi- 
ness by myself, and I feel that I am a typical small-business man with 
the same problems that exist throughout this country. 

I believe we have to have both small businesses and big businesses 
in this country, and that they perform two separate functions: Large 
businesses can give us scientific advancement and products which 
small business probably will never develop; and yet, at the same time, 
small businesses are able to give individualized and special attention 
to their customers, whether it be retailers, manufacturers, or what. 

One of the things that should be considered in judging the merits 
of small business is to encourage the individual to further educate and 
broaden his outlook. If it were not for the opportunities I have had 
in starting my business as I did 18 years ago, I would not have had 
the chance to be what I am today, in that we have to be a jack-of-all- 
trades in our business, and are changing constantly. 

The bus driver goes around in the same type of work, day in and 
day out, and he is just in the routine of his regular life, and it just be- 
comes very monotonous. But we have to be a first-class citizen and be 
interested in the business itself, as well as the community. 

If I were one of a thousand or more employees of a large corpora- 
tion, I would never have had the opportunity to learn to be a citizen 
with as varied an education as I have received. 

The individual in small business has a freedom of mind that does 
not exist elsewhere. The economic machinery becomes his servant 
rather than the individual the servant. 

The small business needs help now from the Federal Government 
rather than more ties to bind it. 

We are under wage controls, and considering increasing postal 
rates. Military stores are being expanded in competition with us. 
And we are up to our ears in recordkeeping. And, as you know, and 
as has been mentioned here before, business failures are on the in- 
crease and not on the decrease. 

Most businesses that fail can be classified as small business. One 
of the chief reasons for their failure is that their credit is no longer 
any good. 

Why is it not good? The fact is that their costs of operating have 
risen faster than they could raise their prices to cover these costs. 

During their good years, taxes have siphoned away part of the 
profits saved for a rainy day; and when we go to a bank to borrow 
money, we have to pay a higher rate of interest than the industrial 
giants of this country. 

The main reason for that is the banks themselves or lending agen- 
cies do not feel we have as good a chance to survive. 

Senator Smatuers. What kind of interest rates do you people have 
to pay today ? 
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Mr. Krvpatu. Around 6 percent. The prime rate is around 4 
or 414, I believe. 

Senator SmarHers. What kind of terms can you get, what length. 
on 6 percent ? 

Mr. Kimparu. Well, in our particular business, we are very seasonal. 
and usually it is a 6- month loan. We are in the retail business. As 
we go into the Christmas season, we can go in now and borrow for our 
Christmas season, but it should be paid back around February. 

Then if we come in for the summer season, we could come and bor- 
row and we have to pay back at the end of the summer se: ison, which is 
August. 

Senator Smatuers. Does 6 percent represent the cost of that loan, 
or do you have any service charges? 

Mr. Kina. No, we do not have any service charges. It is a 
straight loan. 

Senator Smatuers. Thank you. 

Mr. Kreati. Congress can change the rules to give small busi- 
ness an opportunity to expand as easily as big business. Once the 
small businesses have been given the chance to expand and become 
big business, then they do not need to be fostered. 

If small business is a necessary segment of our economy, why 
should it not, too, receive assistance from our Government? The 
time to tax it heav ily is when it becomes bigger. 

On the premise that we want and need small business, I have three 
suggestions which have been mentioned already this morning: 


1. TO DECREASE THE NORMAL TAX RATE FROM 30 TO 22 PERCENT 


The reason? A tax reduction of 8 percent means a saving of 
roughly $800 on every $10,000 earned. That is a large amount to a 
small business, but to a large business it is peanuts. 

Another thing is, assistance to small corporations, I have heard it 
discussed, it is unfair to the individual who is not incorporated. 
But, as we know, corporate taxes are taxed twice, once when they are 
first earned and, secondly, when they are distributed to individuals 
as dividends. 

So I believe a small, closely held corporation actually pays a larger 
tax than the individual who is unincorporated. 

Big business objects to the lowering of the normal tax rates from 
30 to 22 percent. ‘They would like to see the surtax rate lowered from 
52 to 47 percent. 

Well, the reason for that is, naturally, they will save up to $50,000 
on every million dollars earned; and they will gain, at the ‘imeximum, 
$2,000 on the lowering of their normal tax rate from 30 to 22 percent. 
It is only the lowering of the normal tax rate that the small business 
can derive any benefit from. 

I think that this thing was mentioned this morning about reinvest- 
ing in your own business. You should a deductions of addi- 
tional investment during the taxable year. I have suggested a for- 
mula. It is just a formula which would or aa be used. It would be 
up to the tax authorities. But certainly small business should be al- 
lowed up to a certain amount to reinvest in their own business, and 
charge it off within the taxable year 
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I do not know whether that figure is $10,000, $25,000, or $50,000, 
but it could be on a graduated se ale: The more they invested, the less 
deduction they could charge off in any one taxable year. 

By encouraging small businesses to expand, it would act as a stimu- 
lant to the capital equipment business, prov ‘ding more taxes to the | 
Government both from such businesses and their employees. | 

Also subsequently, after the capital expansion of the small business, | 
the Government would derive more taxes from the small business and | 
its employees. | 

Third, permit estate taxes to be paid in installments over a period | 


\ 

of years. q 
Actually, in the long run, there is no loss to the Government in q 
total taxes collected. Actually, I think probably a small, nominal | 
rate of interest could be charged. That question did come up this i 
morning, I believe. 4 


q 
It would encour: age, if the opportunity to pay the Government the q 
estate taxes in full were given, it would encourage them to pay them | 
sooner. But I do not think it should be an exorbitant rate of interest, | 
9 
\ 
) 
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but just a small rate. 

Senator SarronsraLL. You say your business is covering you, and 
it is costing your business $2,400 a year, by an insurance policy | 
on your life. is that a business deduction ? q 

Mr. Kimpatt. No, it is not a business deduction, so I have to with- 
draw $2,400 a year for life insurance. It is a $50,000 policy. And 
my credit would be absolutely nil; I would not say dhsoltely no . 
good, but it would not be as good as it is now if I did not carry that | 
policy y. i 

All of the credit agencies more or less require it, and it improves | 
my credit standing with Dun & Bradstreet and the rest, But, never- 
theless, that $2,400, which is the same amount as the 8 percent tax } 
reduction would be, is being taken out of my business every single ) 

sar. 

There are countless other things, such as diversification in case of 
national defense, and so forth, which I think small business should be . 
encouraged in. | 

I know you men want to probably go out to lunch now, and time is 
running on, so I want to thank you very much for giving me this | 

opportunity, and I hope that you will be able to do something in the 
¥d session of the 85th Congress. H 
Senator Sarronsrautn. Thank you very much, Mr, Kimball. 
Have you any questions ? 
Senator Smatuers. No. 
Senator Sauronsratt. Counsel calls to my attention that Mr. 
Harold E. Rosen, of Rosen’s Hardware, who was going to submit 
a statement for the record, is here, and we have an opportunity to | 
hear him briefly. ; , 
Would Mr. Rosen care to deliver his statement now ? i 
Mr. Rosen. Yes, sir. 


STATEMENT OF HAROLD E. ROSEN, PRESIDENT, ROSEN’S ' 
HARDWARE, EAST DEDHAM, MASS. 


Senator SautronsTaLy. You have a very brief statement here, Mr. 
Rosen. Do you wish to read it or tell us about it very briefly ¢ i 
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ace Rosen. I think I will read it, because it will only take a minute 
or less. 

Senator Sarronstaty. You are also a member of the house of rep- 
resentatives at the State house. 

Mr. Rosen. That is right, and I was interested in some of the 
statements the economist that the Governor sent over here made, 
but I do not think I will take the time to comment on those. 

Senator Satronsraty. You and I appeared at the start of a new 
small business Saturday. 

Mr. Rosen. That is right. 

I might say that I am here as a representative of the very small 
business, the retail hardware store, and I was asked to submit this 
statement by the seceretary of our New England Hardware Dealers 
Association. 

It really is a repetition of many of the things that were said here, 
and I think they apply all the way up and down the line, but I will 
simply read the statement. 

Our business is incorporated, and is fairly representative of retail 
hardware stores doing an annual sales volume of approximately 
$150,000. 

Our net profit has been averaging about 2 percent on net sales, 
and our Federal taxes are about half this amount. This is not only a 
small percentage of profit, but a small amount in dollars. 

Further, the profits, if any, in a merchandising business of this 
type, are usually reflected in inventory and accounts receivable, while 
taxes must be paid in cash. This presents a problem that in many 
instances can be met only by borrowing, or in slowing up on accounts 

ayable. 
> eing forced to resort to either of these practices is costly. In the 
first instance, there is interest; and, in the second, there is the loss 
of cash discounts on purchases. The impact of excessive Federal 
taxes in this type of business, with its slow merchandise turnover, 
therefore, results in pyramiding of costs and a further decline in the 
profit picture. 

Another result of the impact of excessive Federal taxes on business 
such as ours is that there is little left from profits after taxes to use 
in expansion, improvement, and modernization. 

President Eisenhower recently defined small business as “the heart 
of American economy.” It seems to me that an overall rate reduction 
in Federal taxes is necessary in order for small-business firms to sur- 
vive and prosper. 

I think the answer to all this thing is very simple, although I real- 
ize how difficult it is to achieve the result. The answer is for the 
Government to spend less and, of course, tax less. 

But I think most people realize how difficult it is to achieve any such 
result. 

Senator Sauronstatu. Thank you very much, Mr. Rosen. 

Are there any questions? 

Senator Smatruers. No questions. 

Mr. Rosen. Thank you very much. 

Senator Satronstaty. Thank you very much for appearing. 

We have one more gentleman who stated to Mr. Erickson that he 
was going to be very brief. That is the kind of a gentleman I think we 
are very interested in hearing just before lunch. 
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His name is Mr. William H. Mitchell, Jr. Is he here? 
Mr. Mrrcnetn. Yes, sir. 


STATEMENT OF WILLIAM H. MITCHELL, JR., CHEVROLET DEALER, 
WALTHAM, MASS. 


Senator Satronstatu. Mr. Mitchell, you have a prepared statement. 
Would you like to have that placed in the record in full, and then per- 
haps summarize it for us? ; 

Mr. Mrrcnetu. I think that would be fine, sir. 

Senator Sauronsraty. That is the way you do when you sell a 
Chevrolet, is it not? 

Mr. Mircue.u. That is right, as fast as we can. 

(Mr. Mitchell’s prepared statement follows :) 


STaTEMENT oF Witt1AM H. MircHeELt, Jr., CHEVROLET DEALER, WALTHAM, Mass. 


Mr. Chairman and gentlemen of the committee, my name is William H. Mitchell, 
Jr. Iam a Chevrolet dealer in Waltham, Mass., a city of 50,000, located 10 miles 
northwest of the city of Boston. I have been engaged in the automobile business 
28 years. I appreciate this opportunity to express to this distinguished commit- 
tee of the United States Senate my personal views on the impact of Federal taxa- 
tion upon small business. 

As I understand the purpose of these hearings is to obtain expressions of 
opinion on this subject from a large a segment of the business economy of the 
country as time and space will permit, I thought it might be helpful to the 
committee to have not only my own personal views but a sampling of the think- 
ing of the some 800 enfranchised automobile dealers in the State of Massachu- 
setts. To make this possible, I wrote each dealer and explained the purpose of 
the hearing to them and informed them that I had the privilege of appearing be- 
fore you and requested that they express their views to me on the subject of the 
impact of Federal taxation upon them as individuals and upon their businesses, 
so I could transmit their thinking to you. 

Thus with your permission I will, in the course of my presentation to you, 
present the highlights of these returns. 

From the reports that have reached us in Massachusetts from the Far West, 
where you have been holding hearings, I do not believe it to be a rash assump- 
tion that certain general propositions and background data have already been 
adequately established. I, therefore, will not belabor what I would consider to be 
the obvious, but will proceed to submit to you certain specific recommendations. 

If, however, I am erroneous in my basic assumption please so inform me be- 
cause I am prepared at this time to develop these basic propositions: (1) Taxes 
should be levied fairly and equitably upon all alike. Our present tax laws do not 
do this. (2) Neither tax burdens nor benefits should be imposed or conferred 
upon a taxpayer simply because of the legal form in which he conducts his 
business. In other words, a sole proprietorship, partnership, or corporation 
should all be treated alike. Such is not true under the present law. (3) The 
privilege of selecting for tax purposes the treatment accorded one type of business 
entity by another type is an unsatisfactory solution to the problem. (4) The 
necessity for tax relief for so-called small business seems to be apparent to all 
well-informed persons. The necessity for tax relief for small business is recog- 
nized by both of our major political parties and therefore, an inquiry into this 
subject and a solution to the problem should be divorced from partisan politics. 
(5) For the purpose of according substantial and genuine tax relief to small 
business I do not consider it either desirable or necessary to explore to finality 
the very illusive definition of “small business.” As you gentlemen are fully 
aware, practically every department and agency of our Government which has 
occasion to do business with small business, as distinguished from large business, 
has a different definition of the term and a different set of standards to be applied 
in determining whether or not a particular business qualifies under their defini- 
tion. It is respectfully submitted that nothing is to be gained by getting into a 
debate over the definition of this term which does not lend itself to a precise 
definition. 
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The basic fundamental need of all business is a reduction in tax rates. I do 
not consider it inaccurate to state that that need is in inverse relationship to the 
size of the business involved. The reason this is true is not simply that small 
business does not desire to pay taxes, but because after the payment of present 
taxes there is not sufficient money left over to permit growth and keeping pace 
with the variable factors occurring in our ever-changing economy. 

It is no answer to our problem to say, “Well why don’t you borrow the money?” 
Our size, the condition of our economic stability and our susceptibility to the 
hazards of business life are such that we are not able to borrow with the same 
freedom, with the same favorable long terms as big business. We do not have the 
same borrowing avenues open to us. 

For instance, if General Motors, whose product I proudly handle, needs money, 
it can acquire it through the securities market with the sale of stocks and bonds, 
or through any one of the other large sources of lending capital such as the large 
insurance companies. The term of the loan and the interest which they would 
have to pay would be much more favorable than I could hope to obtain from the 
sources that I would have to go to to obtain money. 

Permit me to refresh your recollection as to a statement made by your dis- 
tinguished chairman of the full committee when speaking on this very subject. 
Senator Sparkman said: 

“Should the management of a small corporation attempt to raise needed funds 
in the securities market they would discover that the cost of raising $300,000 may 
run from 22 to 30 percent. This contrasts with the large issues of some of our 
giant corporations where the cost to them in recent months has run less than 
1 percent. 

“The situation is comparable where the small corporation seeks to raise funds 
through borrowing. The interest rate to a small-business man on a bank loan is 
commonly established at 6 percent or higher. While he finds that his giant 
competitor can get long-term loans at interest rates of 3% to 4 percent. 

“The differential in favor of large corporations on both equity financing and 
borrowing further increases the competitive advantage of the large corporations. 
The savings which they enjoy reduces their costs, and thus results in lower prices 
to customers or higher returns on their stockholders’ investments. 

“The last source for funds remaining for small corporations is its earnings 
and here is where the present corporate income tax hits hardest. But so long 
as the Federal Government demands 30 percent of a corporation’s profits to 
$25,000 and 52 percent of all earnings above that amount, this will remain a 
meager source for the funds which are so vital to the growth and vitality of 
small companies. 

“There is a great deal of evidence to support the conclusion that small business 
is in need of help in this area and quickly.” 

I operate my business as a corporation and employ 60 persons. I consider 
myself an average size small dealer not only in Massachusetts but throughout 
New England which I have the privilege of representing as regional vice president 
in our National Automobile Dealer Association. 

It may interest you to know that the retail automobile industry is the second 
largest retail industry in America. It embraces some 40,000 dealers who employ 
approximately 800,000 people. 

In 1956 in order of rank in volume of business done grocers were first, auto- 
mobile dealers second, and department stores third. In 1956, $191.5 billion of 
gross sales business was done by all retail trades. The grocers did $239.2 billion 
or 20.5 percent of all the business conducted; the automobile dealers did $29.9 
billion or 15.6 percent and note the drop of department stores in third place, 
which did $12.7 billion or 6.6 percent. 

The startling fact is that on the $29.9 billion worth of business accomplished 
by automobile dealers last year they made a profit of only 0.8 percent. 

Here are some comparative figures which indicate the status of our business. 
In the first 6 months of 1956 our industry did $15.4 billion worth of business 
which was 17 percent of all retail business in America for a profit of 1 percent. 
For the first 6 months of 1957 we did $16.4 billion worth of business which 
amounted to 17.2 percent of all retail business at a profit of 1.7 percent. 

Returning to my own personal situation, permit me to develop several points. 
First I wish to establish that although I am a small dealer I have grown and 
made progress ever since I have been in the business. TI will continue to survive. 
I am not, therefore, a business failure appearing before you asking the Govern- 
ment to compensate for lack of ability or for some form of subsidy. 
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In 1941 when I went into my present dealership with borrowed money I em- 
ployed 22 people. That year we sold 890 new and used cars and with labor and 
parts sales we did a total gross business of $502,000. That year our payroll : 
| 

i 

| 


i was $42,000. On this gross business we had a profit before taxes of $20,600, after 


taxes $14,900. This amounted to 4.11 percent profit before taxes on our gross 
business. 


i In 1956 my business had grown to 50 employees. We sold 1,247 new and 

used cars which with labor and parts sales amounted to a total gross business 
of $2,302,000. Our payroll jumped to $291,680. On this gross business we made il 
$41,293 before taxes and $16,765 after company bonuses and taxes. This 
amounted to 1.79 percent return before taxes on the gross business done. 

As of the present I employ 60 people. To date I have sold 923 new and used 
cars for a total gross business of $1,482,000. The payroll for the first 8 months 
totals $208,077. A gross profit to date has been made of $30,698 before taxes. 
After taxes and before any bonuses this figure drops to $19,301. Percent of 
profit before taxes on gross sales amounts to 2 percent. 

I wish to point out to the committee at this time that the net worth of my 
company has risen from $29,000 in 1941 to $299,000 in 1957. This growth may 
be expressed as 1 location in 1941 to 4 at the present time. 

In order to properly condition and service the cars we are moving, we 
need additional facilities. 

In 1950 recognizing the anticipated need for growth I purchased with accumu- 
lated funds, 53,000 square feet of land. Since then [I have sought to acquire the 
necessary capital to build on this property. It has not been possible to accumu- 
late the required money from the business because of taxes. It has been neces- 
sary for me to seek funds in the money market. This I have been able to do 
at a higher rate of interest than that which larger corporations would have to 
pay. 

You must be aware of the fact that our business is highly competitive. In it 
you move either forward or out. You cannot stand still. We need working 
eapital in order to move forward. What all small business needs is working 

-apital. 

Under the present law, we are not permitted to retain enough money after 
taxes to buttress ourselves against adversity and to modernize and grow in pro- 
portion to our ability, ambition, and in keeping with our dynamic and progressive 


/ 
{ 
national economy. The only way I know to provide working capital is to reduce / 
the present tax rates. 
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A ceiling should be placed upon taxes not to exceed 50 percent, and lower, 
if possible. The 52-percent corporate rate, as presently constituted, is too high, 
and the individual rate which goes to 91 percent is completely indefensible. 

I do not presume to be qualified on the mechanics of tax revision and draft- | 
ing. From what I do know as a result of my personal experience aS a taxpayer 
trying to live under the present law, I am impressed by the belief that there is 
so much that needs to be done to the present Internal Revenue Code that the 1 

best thing to do would be to start from scratch and rewrite the entire law. The } 
magnitude of such an undertaking may not make this practical so far as accord- 
ing immediate relief is concerned. This is a matter on which I will have to defer 
to your superior knowledge. If such be the case, however, a step in the right 
direction would be the enactment of H. R. 5735, or its equivalent in any other 
form. " 
Permit me to make my position emphatically clear, that neither I nor that i 
segment of our economy which I represent ask for a handout. We are not asking 
for immunity from the responsibilities of citizenship which embrace the payment ! 
of necessary taxes to properly run our Government. What we are asking for is 
governmental recognition of the necessity for adjustments in the present law in } 
order to permit us to stay alive, to grow, and, in turn, be qualified to pay more ; 
taxes in the future. ; i 
The present law, as interpreted and applied by the Commissioner of Internal i 
Revenue, with respect to the taxation of dealers’ reserves, constitutes a par- i 
i ticular burden to us. The enactment of H. R. 8623 will relieve this situation. 
The passage of this bill in nowise will deprive the Government of taxes due i 
{ under even the present law, but would prevent the premature collection of these 
taxes and in some instances the collection of taxes on funds which, in the final 
analysis, are not subject to taxation. By the enactment of H. R. 8623, immediate : 
additional funds would be made available to the taxpayer for the current opera- | 
tion of his business, which is most desirable. The passage of this bill, however, 


ee 


does not address itself to the necessity for adjustment in rates nor does it affect i 
the ultimate revenue to be derived by the Federal Government. 
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At this time I would like to mention the highlights of the answers I received 
to the letters which I sent to the dealers in Massachusetts asking for their views 
with respect to the impact of Federal taxation on small business. 

I thank you for the privilege of appearing before you. 

Mr. Mircnetu. I would like to say, Senator and members of the 
committee, I would like to jump to page 4 and, as quickly as I can, 
mention that the automobile industry, according to an article I have 
here, may set the pace for all United States business. If that is the 
case, the plight of the automobile dealers as small-business men should 
interest this committee, and certainly, all the country. We rank, in 
order of importance in business done, second in the Nation, second 
only to the people who furnish the food in the country. The auto- 
mobile dealers do $29.9 billion in business, and, listening to Mr. Rosen, 
I heard him say 2 percent on sales they make. Well, the automobile 
dealers a year ago made eight-tenths of 1 percent, and, needless to 
say, they were most unhappy with that. 

Senator Satronstauu. Just to get it in the record rightly, Mr. 
Mitchell, where did you get that figure ? 

Mr. Mrircnewu. That, sir, is National Automobile Dealers Associa- 
tion, made on the basis of surveys that we make. And they are accu- 
rate, sir. 

Senator Smaruers. This is all automobile dealers, not just 
Chevrolet ? 

Mr. Mircuey. This is the national average. 

Senator Smaruers. This includes Studebakers and Nashes? 

Mr. Mircnetn. And everything else, independent makes, as well 
as Fords and the others. 

Chevrolet, as Chevrolet is happy to point out to me quite frequently 
when they hear me crusading, makes a little more than that. I make 
a little more than that. If you will notice on my summary, on the 
business I did a year ago, we made 1.7 percent. At the present time, 
I employ 60 people, and will do $2 million worth of business this year. 

We made a survey of the automobile dealers in this State to get 
their reaction on this committee’s work with regard to taxes. I re- 
ceived a great, great many phone calls and an awful lot of letters. 
They are strong in their insistence that capital is being depleted very 
fast in our business, that we are not permitted to retain enough cash in 
the business for expansion and for the inventories that we need these 
days with a 50-cent dollar, used cars, and inventories of parts and 
other things like that. 

We feel, and I have heard these other people speak, that there is 
an urgent need at the present time for relief to small business in the 
realm of permitting us to keep some of the cash we make before we 
start to share it with our best partner. We are not against sharing it, 
but we do feel it is in the best interests of all of us in the long-run 
to retain some of the profits before we share and distribute it with the 
Government, purely because it is good business to do that, and because 
we essentially need it. We have to have it in the bad days that we 
we have frequently. 

I would like, sir, to summarize and to finish up pretty quickly. 
I see that everybody else ahead of me was speaking along the same 
lines; that the Curtis bill is worth while, in our opinion, that people 
who make money should be allowed to retain a substantial part of 
that in their business, not to take it out and buy luxuries with it, 
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but to retain it to use in their business. We believe in that bill, and 
would like to see it passed. 

Specifically, for the automobile dealers, we would like very much 
to have a bill passed which would permit us to pay taxes on our 
dealer-finance reserve after we get it, rather than in advance, be- 
cause it is very hard for us to pay out in cash on what we anticipate 
getting maybe in 2 or 3 years. 

Senator Sarronstatu. Mr. Mitchell, one question which always has 
interested me: As a dealer, how many cars do you have to sell before 
you get your commission out of the new car? 

Mr. MritcHeru. Well, sir, the national average is running 114 to 
almost 2. We have to sell 1 new car, 1 used car, and then half a car, 
to get our money back. 

Senator Smatuers. You have to finance the car, in effect, pay for it 
before you sell it? 

Mr. Mrrcuenn. We pay for it. Asa matter of fact, until recently 
we had to pay for it before it was shipped from the factory. Then 
they got kindhearted and permitted us to pay for them upon arrival. 
They used to send us a bill of lading. if the car got lost in transit 
and was a week or 10 days late, we would pay in advance. 

In view of the fact that we floor plan all of our cars and we are 
paying 6 percent on that money now—it used to be 3 percent, it is 6 
percent now—that has been a help to us, but we are probably a unique 
retail industry in that we have a terrific problem in this business of 
trading and trading to get our money back; and where our customers 
seem to think they know more about our cars than we do, it is getting 
worse and worse. 

Senator Smaruers. You speak as regional vice president of your 
automobile dealers association ? 

Mr. Mitcuetu. That is correct, Senator. 

Senator Smaruers. So when you use the word “we” and calling up 
people, you are speaking here as a representative of them ? 

Mr. Mrrcnetyi. Of the New England automobile dealers. They sug- 
gested I appear before you, and I hope I am doing a good job for 
them. 

In closing, unless you have other questions, if I could just read 
1 or 2 letters, and I can assure you, sir, the tone of all of them and of 
all of the dealers who have called me is identical. 

Well, rather than read them, it says: 


We believe the cause of our difficulties are many— 


by the way, this man writes as the secretary of the Southbridge Auto- 
mobile Dealers Association. They held a meeting specifically on 
this— 


We believe the cause of our difficulties are many, but they are chiefly due to 
the tremendous burden of Federal taxation which especially affects the small- 
business man, preventing him from plowing back into his business a substantial 
part of his all too meager profits. 

In these days of cutthroat competition and nonexisting profits, the most 
vexing problem to the automobile dealer today is the impact of Federal taxa- 
tion on his limited cash reserves. 


I think, sir, I could finish with one where he says: 


The tax relief in the automotive industry at this moment will mean the dif- 
ference to many dealers of remaining in business or being forced to close their 
doors for lack of profits. 
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Mr. Erickson. Mr. Mitchell, I understand from your counsel that 
some of that information you have gathered in those letters will be 
made available to the committee later. 

Mr. Mircwett. Yes, sir. 

Mr. Erickson. We would appreciate it. I think the committee 
would find it very useful. 

Senator Satronsrauu. Well, I think with the approval of Senator 
Smathers, the best thing to do would be to put the letters in the record 
as part of the testimony of Mr. Mitchell. 

Mr. Mitchell, why don’t you and Mr. Erickson go over the letters 
which you have, and perhaps select a few illustrative ones. If it 
would not be harmful, you could state you have received letters from 
A, B, C, D, E, and F, and perhaps put in letters summarizing what 
the other gentlemen have said, and in that way put in the record 
all the names that you have received letters from, in fairness to them; 
to prevent accumulation in the record, put in 1 or 2 illustrative letters. 

Mr. Mrrcuett. I would be glad to do that. 

Senator Sauronstratu. If Senator Smathers agrees to that. 

Senator Smaruers. Yes. 

Senator Satronstatn. And the record, as Mr. Stults points out, will 
remain open for a time, anyway, but perhaps you could do that with 
him right now. 

Mr. Mitrcneit. Thank you very much. 

Senator Sauronsratt. Thank you, sir. 

(Letters subsequently submitted retained in committee files.) 

Senator SatronsTaty. We have received a communication from Mr. 
Herbert H. Harwood and Mr. Thomas F. Coppinger. Mr. Harwood 
represents the New York Central Railroad system—they both rep- 
resent the New York Central Railroad system. 

They have a very brief statement on the effect of the excise tax on 
transportation of property by small business concerns. 

Without objection, that will be put in the record at this point. 

The committee has also received a statement on the same subject 
from Mr. C. Gordon Fletcher, traffic manager, L. Grossman Sons, Inc., 
of Quincy, Mass., which I shall also ask to be put in the record at this 

int. 

(The statements referred to follow :) 


JOINT STATEMENT OF HERBERT H. HARWooD, EXECUTIVE REPRESENTATIVE, NEW 
YorK CENTRAL SYSTEM, AND THOMAS F. CopprINGeR, ASSISTANT TO GENERAL 
SUPERINTENDENT, Boston & ALBANY RAILROAD, NEW YORK CENTRAL SYSTEM, 
Boston, MASS., ON THE EFFECT OF THE Excise TAX ON TRANSPORTATION OF 
Property BY SMALL BUSINESS CONCERNS 


The three Boston railroads, the Boston & Maine, the New York Central, and the 
New York, New Haven & Hartford, as common carriers transport the goods of 
many small-business concerns. 

It has been the experience and observation of the three railroads that the 
excise tax on the transportation of property amounting to 3 percent of the 
charge for such services (coal is taxed at the rate of 4 cents per ton) discrimi- 
nates especially against the smaller shippers who are forced to use carriers for 
hire in favor of the larger shippers for whom it is economically feasible to main- 
tain a private fleet. 

This tax is easily avoided by the shipper providing his own private means of 
transportation. This discrimination arises between shippers whose volume 
and financial position make it possible to acquire private means of transporta- 
tion and other shippers who are forced to use public carriers. 
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This simply means that the small-business man must pay 3 percent more for his 
transportation than his larger competitor. Certainly this was a result never 
intended by Congress. 

The tax was originally adopted in World War I and repealed in 1921, and re- 
enacted in World War II and still remains in effect. 


STATEMENT OF GorDAN FrLetcHer, TRAFFIC MANAGER, L. GrossMAN Sons, Inc., 
Quincy, Mass. 
SEPTEMBER 25, 1957. 
Hon. JoHN J. SPARKMAN, 
Chairman, Senate Small Business Committee, 
Washington, D. C. 

DEAR SENATOR SPARKMAN: The Senate Select Committee on Small Business will 
hold a hearing on Monday, September 30, in connection with the impact of the 
excise tax for transportation on small businesses. 

We will not be able to attend this meeting, but would like to go on record as 
being in favor of the repeal of this excise tax. 

This tax, a war tax, has now continued many years after the ending of hos- 
tilities, Wein the lumber industry have felt this tax in the price of our lumber. 
It is paid by us directly to the railroad or transportation company, and amounts 
to $1 per thousand board feet in the selling price to our customers. 

We do have a fleet of trucks for delivery to our customers, but 95 percent of 
our merchandize, lumber, plumbing supplies, hardware, paint, and all other 
building materials is delivered to us by a transportation company, either truck or 
rail. 

It is our hope that, through these Senate committee meetings, steps will be 
taken which will lead to the repeal of this excise tax on transportation. 

Very truly yours, 
L. GRosSMAN Sons, Inc. 
C. Gorpon FLercHER, Traffic Manager. 

Senator Savronsraty. Unless there are any gentlemen here who 
would like to submit their statements for the record, the committee 
will recess until 2 o’clock. 

Are there any statements which anyone would like to have. sub- 
mitted for the record before we recess ? 


STATEMENT OF HARRY I, BOYD, ASSISTANT TREASURER, FISH 


CARBURETOR CORPORATION OF MASSACHUSETTS, CAMBRIDGE, 
MASS. 


Mr. Boyp. Yes, sir. My name is Harry I. Boyd. I am assistant 
treasurer of Fish Carburetor Corp. They operate at Daytona Beach, 
but these are my own personal views. 

Senator SmarHers. What beach did you say ¢ 

Mr. Boyp. Daytona Beach. 

Senator SMATHERS. Daytona. 

Senator Sarronsrauy. That is in Florida, is it not ? 

Mr. Boyp, It is a Massachusetts corporation. 

Senator SmatuHers. Fine. 

Mr. Born. This is a committee for aid to small business, but you 
do not go to the root of the trouble. Now, the Government, from 
the top to the bottom, that is, Federal and cities and towns, with its 
extravagances, is to blame for the inflation. Patriotic Americans 
wishing to help the country in its time of emergency were required 
to join labor unions and pay a stiff initiation fee, with the result 
the unions have become nationwide and inclusive. 

By that I mean if you are a saleswoman for, say, Filene’s, you 
have got to join the meatpackers union, something like that. 
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We have the wage-price spiral, and many of the big labor brass 
have become dictators and racketeers. Industry is forbidden to com- 
bine in restraint of trade, whereas labor unions are immune. Labor 
pa should be equally responsible in restraint of trade with in- 

ustry. 

The Government some time ago took steps to raise prices, and they 
still continue to maintain them. 

Business failures for the year are approaching 10,000, and private 
capital of more than $6 million has left the country. This is more 
than twice the economic aid for the period. 

I would say send Santa Claus back to the North Pole with his bag 
of handouts. It is time for the rackets to disappear and the housing 
industry and the farming industry stand on their own feet. 

Let the States and the cities and the towns raise their own taxes for 
oa own projects. Let the natural laws solve the farmers’ prob- 
ems. 

Get the Government out of competing business, and especially Gov- 
ernment out of the innumerable loaning and banking agencies. 

Allow small business to live and prosper. Get back to the Ameri- 
can way of life and the flames of inflation will wither and taxes could 
be reduced. 

Senator Sauronstatu. Thank you very much, sir. 

The committee will recess at this time until 2 o’clock this after- 
noon. 

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene 
at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Smatuers. The meeting will come to order. 

We will continue the hearings which we started this morning, and, 
Senator Saltonstall, whom are we going to have as our next witness? 

Senator Sauronstatu. The first witness listed, Mr. Chairman, is 
Mr. Stephen M. Joyce, treasurer of the B. L. Makepeace, Inc., of 
Boston. 

Mr. Joyce. Would you like me to read my statement? 

Senator Satronsrauu. I will say, very frankly, before I answer 
that, I am going to, conservatively, look at it. 

If you want to read it, go ahead, or if you want to have it put in, 
in full, and then summarize it, why, then, it would be fine, either way 
you want. 

Mr. Joyce. I would hold a little closer to the line if I read it. 

Senator Sarronstauy. All right. 


STATEMENT OF STEPHEN M. JOYCE, TREASURER, B. L. MAKEPEACE, 
INC., BOSTON, MASS. 


Mr. Joyce. Gentlemen, in considering the impact of Federal taxa- 
tion on small business in relation to other segments of the economy, I 
feel that small business is penalized most heavily in its efforts to retain 
sufficient capital from earnings which it requires for maintaining and 
increasing inventories and for the acquisition and/or replacement of 
machinery and equipment. 











TAX PROBLEMS OF SMALL BUSINESS 381 


Larger firms are faced with substantially the same problem, but 
they do have access to the capital market and can raise additional 
capital through the issuance of various types of securities. 

In addition, these larger companies usually have greater reserves 
upon which to draw, and undoubtedly can arrange for supplemental 
working capital under more favorable conditions. 

Individual wage earners, and particularly heads of families are 
faced with the same problems due to increasing costs on food, cloth- 
ing, home furnishings and equipment. The expanding needs of the 
individual or head of the family are usually confined within a 10- to 
a maximum 20-year period, after which time his needs diminish as the 
size of his family unit dwindles. 

The small-business requirements do not run in such a cycle and 
small business must consistently maintain its plant and equipment 
if it is to endure. The employees of a successful small business usu- 
ally increase in number and they usually put more reliance upon their 
employer. In a reciprocal manner, the small-business man usually 
feels a greater responsibility toward his employees and his obligations 
are increased accordingly. 

Tax relief is both desirable and necessary for a small business if 
it is to maintain its position in the country’s economy and growth. 
The most important aspect of tax relief would be a provision which 
would permit a reasonable amount of tax-free earnings to be plowed 
back into the business in the form of increased inventory and capital- 
equipment items. 

Less important but equally desirable would be a provision for 


‘spreading the payment of estate taxes over a reasonable period of 


years, in those cases where tax liability is not immediately available 
from liquid assets and to secure such funds would obligate the sale 
or dissolution of the small-business man’s firm or business entity. 

You asked for an opinion and an appraisal of certain specific meas- 
ures presumably extracted from bills already submitted and presum- 
ably which are considered most worthy of consideration. 

First: 

Permit partnerships and proprietorships to elect to be taxed as corporations. 


This measure might be attractive in certain isolated instances, but 
the administrative and accounting problems which arise under such a 
provision do not make adoption of this proposal feasible. The infre- 
quency of unincorporated businesses taking advantage of this present 
permission apparently bears out this opinion. 

Permit taxpayers to use alternative methods of depreciation provided by sec- 
tion 167 of the 1954 Internal Revenue Code for used property. 

If small business could afford to purchase new and modern equip- 
ment from their earnings, it would be to their advantage to avoid most 
used-equipment investments. 

I believe that the income-tax laws can and should be used as an eco- 
nomic instrument to stimulate business whenever possible, and it seems 
that adoption of this measure would do little, if anything, to stimulate 
manufacturing and distribution of new goods and equipment. 


Permit election of standard deduction for small business. 


Senator Smaruers. May I interrupt you right there? I will not 


keep you. But as I gather it, you do not believe that permitting 
people—that is, depreciation. 
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Mr. Joycr. Yes, sir. 
Senator Smatuers. I get it. 

Mr. Joyce. On used equipment. 

Senator Smarrers. On used equipment. 

Mr. Joyce. Yes. 

Senator Smaruers. You are not for that? 

Mr. Joycr. No. 

Senator Smaruers. All right. 

Mr. Joyce. To permit election of standard deduction for small busi- 
ness. J assume that this proposal refers to a standard deduction which 
might be accorded to “income from business,” similar to the standard 
deduction accorded an individual taxpayer. 

Small business and all business can now deduct all legitimate ex- 
penses, and for the majority of business operations, this standard de- 
duction would probably be meaningless. In those cases where this 
election would be desirable, it would appear that the deduction would 
be improper, unfair, and most of all unnecessary. 

Graduated corporate tax rates. There is considerable merit in 
this proposal as it would be comparable to the theory used in the in- 
dividual tax structure, basing the collection of taxes on one’s ability 
to pay. 

enate bill No. S. 352 would be a definite step in the right direction 
and would give immediate and necessary relief to all incorporated small 
business. 

Some undeserved criticism may be directed against this provision 
on the basis that a large percentage of small business is not incorpo- 


rated and therefore would not be helped by such a measure. Some. 


national statistics show that approximately four-fifths of the small- 
business units are not incorporated but included in this large number 
are undoubtedly the corner grocery store, delicatessen and real estate 
type operation which generally has no desire or intention of increas- 
ing in size. 

Reduce corporate normal tax. 

This again offers advantage to the incorporated small-business man 
but would probably be viewed with prejudice by other than corporate 
taxpayers. Actually, the need exists for both incorporated and unin- 
corporated small business relief as the hardships endured by one or 
the lack of ability to grow invariably atfect all related businesses. 

Increase exemption of corporate income subject to surtax. 

This proposal again is attractive to incorporate small business, but 
would be subject to the same criticism as the preceding proposal. A 
better and more equitable apportionment of tax would be to have the 
lower rate on the corporate normal tax and the higher rate on incomes 
subject to surtax. 

Permit deduction for additional investment during the taxable year. 


Economically speaking, this proposal is the soundest one advanced 
and the deduction permitted for additional investment during each 
taxable year can be easily fixed so that undue benefits do not accrue 
to any individual businessman whether he be in proprietor, partner- 
ship, or corporate unit. 

The House bill No. 5735 seems to be a reasonable and equitable ap- 
proach to the solution of financing problems for smaller companies. 
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If this provision were adopted, it would be of tremendous help to 
small-business men in maintaining their plant and equipment and in 
the acqusition of new equipment and the need for greater inventories 
at the time that these are most urgently required. 

In an indirect fashion, the Government has much to gain from as- 
sisting the small-business man to succeed, grow, and, if possible, to 
enable him to be included in the big business and big tax category. 
At least, it is advisable to insure as much as possible the continuation 
of his business unit as a certain source of taxable revenue. 

The annual increased amount expended by business for larger in- 
ventory and more equipment results in increased income to the sup- 
plier and the income tax collected conceivably may not be reduced by 
the amount which first seems apparent from the first examination. 

In any event, after the first few years, it is doubtful whether the 
net income tax take from small business would be affected adversely. 
The economy of the country should be substantially improved as the 
result of small-business progress and the final tax yield would proba- 
bly be greater rather than smaller. 

Permit a proprietor of an unincorporated business to be treated as an em- 
ployee under qualified pension plans— 
and so forth. Inasmuch as the Treasury Department allows funds to 
be set aside for pensions of employees, I believe that a bona fide self- 
employed owner or partner should receive the same privileges and 
consideration. 

The Treasury Department retains the right to approve or disap- 
prove pension and profit-sharing plans, and it would seem that the 

regulations could be easily drawn up and the application of these regu- 
F ations administered r igidly enough to avoid any improper use of such 
& provision. 

This provision could be invalable to junior or senior employees 
gradually acquiring an interest in the proprietorship or partnership. 
Such a move would both have a rejuvenating and perpetuating influ- 
ence on any business. 

Permit estate taxes to be paid in installments over a period of years. 

This provision will be of particular help to the small and medium- 
sized businessman whose assets are largely invested in closely held 
business firms. 

The existing requirement of an estate tax being discharged within 
15 months after death quite often will necessitate liquid: iting the busi- 
ness itself, or at least impairing its financial condition. 

Non-interest-bearing estate-tax anticipation certificates excluded 
from the estate of the deceased would be helpful. However, the scar- 
city of cash is the present problem and it is doubtful it would be of 
any real help except to the already well-heeled businessman. 

In conclusion, I believe that the proposal to permit a reasonable de- 
duction of additional investment during the taxable year from busi- 
ness net income for tax purposes is the most desirable provision ad- 
vanced, and it would be of the greatest help to the small-business man. 

The proposal in bill H. R. 5735 is a reasonable deduction for 
additional investment, is available to all businessmen large and small, 
and escapes any charge of favoritism or prejudice. 

Depreciation reserves, even if physically set aside, come nowhere 
near meeting the cost of new equipment. There are constant restric- 
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tions both by management and by banks, when loans are outstanding, 
agaist increasing investment in capital equipment in order to main- 
tain a reasonably sound financial structure within the operating unit. 

Next to this proposal, the most desirable provision would be the 
graduated corporate tax rate. The advantages of this proposal to 
the lower corporate income group is quite pronounced and actually 
is the group sich needs to be taken care of the most. 

As a group, small-business men are not seeking preferential tax 
treatment which would be detrimental to the other segments of the 
economy as a whole. Most of the time they are married to their busi- 
ness, for better, for worse, for richer, for poorer, until death or bank- 
ruptcy do them part. 

The suecess of the business is indicative usually of the amount of 
personal effort he has contributed over and above any monetary con- 
tribution. Some measure of income-tax relief which will help increase 
his chances of survival is most urgently needed. 

There seems to be no reasonable objections whatsoever toward easing 
the estate-tax problem. To permit this tax liability to be discharged 
when necessary over a period of years seems only a fair and reasonable 
business arrangement and should be adopted immediately, regardless 
of any other action taken. 

I appreciate the opportunity of submitting my views on this sub- 
ject and hope they will be helpful in your studies for final resolutions 
and recommendations. 

Senator Satronstatu. Thank you, Mr. Joyce. 

Senator Smathers, have you any questions? 

Senator Smatruers. None, except what is your business, Mr. Joyce; 
what do you do? 

Mr. Joyce. I am treasurer of the B. L. Makepeace, Inc., and they 
are engineers, they are in the engineering and architectural supplies, 
blueprinting and photostating, and so forth. 

Senator Sattonstauu. An old time company ? 

Mr. Joyce. Yes, sir. 

Senator Smaruers. Thank you very much, sir. 

Senator SauronsTauu. I will just add this, several of you gentle- 
men have mentioned pensions for employees and allowing it. You 
emphasize that also, favorably. 

Mr. Joyce. Where the partner or proprietor is a bona-fide worker, 
I think he should be entitled to the same privileges as those incor- 
porated. 

Senator Satronsrauy. Thank you, Mr. Joyce. 

The next witness is Mr. Alan P. Cusick, from Providence. 

Is Mr. Cusick here? 

Mr. Cusick. Yes, sir. 

Senator SarronstaLL. Do you wish your statement put in the 
record ¢ 

Mr. Custcx. Mr. Chairman, I would like that the statement I sub- 
mitted to Mr. Erickson be put in the record, and, with your permis- 
sion, I should like to summarize generally the scope of my statement. 

Senator SarronsTA.L. I see. 


Thank you. 
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STATEMENT OF ALAN P. CUSICK, ATTORNEY AT LAW, 
PROVIDENCE, RB. I. 


Mr. Cusick. I am an attorney practicing both in Rhode Island and 
Massachusetts, and have been for approximately 22 years. My prac- 
tice is primarily in the field of taxation, and I think that I represent 
a good number of clients, the size of whose businesses come within the 
jurisdiction of your committee. 

These are businesses that might have maybe five hundred to a half 
million dollars—five hundred thousand to a million dollars of in- 
vested capital, and employ possibly three or four hundred employees. 

While these businesses are substantial in size in this particular 
area of New England, nevertheless they are not giants in the sense 
of national industries. 

But they do have problems which are very common, across the 
board, and I have noted it and observed it in connection with my tax 
practice. 

Mr. Joyce’s statement, I think typifies the experience and the atti- 
tude of the average businessman in this area. The things that he 
has emphasized are ones that 1 commonly hear businessmen com- 
plaining about. They are the sort of problem that are experienced 
day to day. 

First, of course, there is definitely sound reasons for some rate re- 
lief to the smaller corporation. The problems of growth and meeting 
competition where there is tax erosion on earnings so that you cannot 
accumulate funds for growth, is a serious problem to small business. 

A firm is not only confronted with the problem of having enough 
left after paying the bill, not only to the Federal Government but 
to the State governments for taxes, but they are also confronted with 
the problem of justifying reserves that are set aside for some future 
business purpose, because the Government is inclined to attack such 
accumulation of reserves as unnecessary and unneedful and proposing 
deficiencies of substantially additional taxes. A 

Business firms today cannot, ones of this size, freely go into the 
Wall Street area and do equity financing. The lending institutions 
are disinclined to commit long-term loans to small corporations, and 
the result is that the growth of these businesses is definitely stymied 
and in a straitjacket. They reach certain sizes and have great difli- 
culty in advancing beyond it. 

I think this sort of situation is of some seriousness, not merely to 
the immediate businessman but to the national economy as a whole. 

I had some experience during World War II in the General Coun- 
sel’s Office of the Navy Department, and I realize that the military 
in procurement was compelled again and again to turn to certain large 
national manufacturing firms for fulfilling of production needs. 

Now, broadening of Lise of industry is going to help the Nation if 
there is a necessity of military urgency and increasing production. It 
is unsound to concentrate business in the hands of the larger firms. 
That sort of bigness is self-perpetuated and goes on indefinitely, and 
I think in this era of our economy we are confronted with a time of 
decision where some relief should be given to the smaller firm so that 
it can grow and grow naturally. 

Mr. Joyce has well stated that point in his preceding statement. 
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I do think, however, that I would like to underline it because from 
my opportunity to observe the complaints of many businessmen, not 
just the reaction of a particular man in a particular business, that is 
a serious problem facing small business today. 

Not only is there a reason for some discrimination in favor of small 
business, but I also think that some of the existing discriminations 
against small business should be taken out of our tax laws. 

Now, the 1954 Internal Revenue Code was helpful to business in a 
general sense, there is no doubt about it. There are some phases of 
that code, as rewritten in 1954, that I think some of the old-line Treas- 
ury people think is wrong. I think they believe it gave too much relief 
to business and was too favorable to business. But be that as it may, 
that 1954 code did rather abnormally discriminate against smaller cor- 
porations, and that in the area of so-called constructive dividends. 

For example, if a businessman wishes to gradually turn over the 
ownership of his business to key people in his organization, to younger 
generations in his family, or fairly close relatives who have not the 
means to take over and pay for the business out of their own funds 
but might have to take and pay it out of earnings over the future or 
borrowings, when a businessman faces that situation, he is in a strait- 
jacket taxwise. 

If he endeavors to keep some control over the situation, and have 
some stock vote in the management of the business to protect his con- 
tinuing equity in it, the Government is inclined to say that any pro- 
ceeds from the sale of the interest that he wishes to pass on to the new- 
comers in the business, the keymen, the No. 1 people, the next genera- 
tion, is ordinary dividend income, taxed at high income rates. He 
does not get the benefit of the more desirable capital gain rates. 

This situation was peculiarly aggravated by the 1954 code. My 
recollection is that it is language that got into the 1954 code around 
June, or early July, during some of the Senate hearings or Senate 
action on the bill. That bill passed the House, I believ e, around 
March, and then it got into the Senate, was considered in the Senate 
around July. There was the usual drive for summer adjournment, 
and I had worked with the legislative drafting committee of the 
American Bar Association committee on taxation, and had been fa- 
miliar with most of the material that was being considered by the 
committees of the Congress. And I must say that I, for one, certainly 
was surprised at some of the results that finally passed, and passed 
very quickly in July of 1954. And I think some of those provisions 
certainly diser iminate against small business. 

One, I speak of is this point of constructive dividends. It is a 
situation where you cannot well continue to own your business and 
gradually pass ownership on to the next generation or to other people 
who should naturally step into management, and the result is a busi- 
nessman reaches a certain size, maybe he is 48, 50, 55, or 60, and he is 
confronted with a situation that he has either got to take and sell 
completely, take capital gain and completely divorce himself from 
the enterprise, or just stay on indefinitely and try to fight it out. 

I do not think that is a healthy thing. I do not think it is the sort 
of policy that the Congress intends to foster or develop. 

Senator Smatuers. May I ask you a question right there? 

Mr. Cusick. Yes, sir. 
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Senator Smaruers. Was the language in the code, in the 1954 code, 
did it specifically provide that, or has this result been an interpreta- 
tion of the Internal Revenue Department ¢ 

Mr. Cusick. Senator, that is language that came out of 304, 306, 
318 of the 1954 code. This is a field, this particular point is one 
where the code did it and not the administrative interpretation later. 

But you bring me to the next point I should like to make, Senator, 
and that in substance is that Congress passes a statutory law, setting 
up a tax, and I think it is fair to say that the Treasury, not merely 
under the present administration, it has been the situation over the 
years in the past, takes that statute, and does not merely interpret and 
construct the language in its rulings, but by administrative fiat goes 
further and makes new tax law. 

I think it usurps the prerogative of the Congress and it creates 
problems that are abnormal, and particularly to a tax practitioner 
it puts him in a difficult position of advising clients what the law is, 
because you do not know what the fellows in the Treasury offices are 
going to guess the statute means or should mean. 

For example, since I prepared my statement, which I have sub- 
mitted to the committee, I had occasion in New Haven, Conn., before 
the Appellate Division of the Internal Revenue Service just a few 
days ago to become involved in an investigation as to what the details 
were of a financing of a small New England corporation in 1927 and 
1928. 

This involved an application by the Treasury Department repre- 
sentatives of what is in substance a new rule. It isa new rule that has 
been in existence since 1945, It is called the doctrine of thin incor- 
poration. You gentlemen probably have heard it many times. 

In substance, it says that where a company has too much ‘debt com- 
pared with the ratio of stock investments, then that corporation is too 
thinly incorporated, and the owners of the business have, in effect, 
invested their money in it even though the security that represents 
the advance of the company is in the form of a promissory note, in 
the form of formal debenture bonds, chattel mortgage bonds, real 
estate mortgage bonds. | 

The Government refuses to recognize that security for what it is. 

You get situations where a bankruptcy in a Federal court on the 
bankruptey side is recognizing an obligation as a true debt and yet 
the Treasury Department and the Tax Court are treating it as stock 
and not debt. 

Now, the tax law has not been changed in this field whatsoever. 
Taxes are statutory, yet here we have since 1945 a policy of the Treas- 
ury Department making absolutely new tax law. This is not a matter 
of interpretation of an existing law. Rather, it is a complete change 
of policy, and making something different than it was before the pol- 
icy was changed, without any empowering action from Congress. 

It is a situation that this one with respect to thin incorporations: 
it is typical of many instances where the Treasury Department de- 
cides that Congress was a little shortsighted, apparently, without ad- 
mitting it in so many words, but through their methods of adminis- 
trative process do bring about a completely different tax rule than 
we had before the policy was embarked upon by the Treasury. 

Now, in this particular case, I was confronted, and I might say to 
the committee, that I just say this as an aside, I am not coming before 


Ss 








388 TAX PROBLEMS OF SMALL BUSINESS 


the committee as an attorney sponsoring one particular client’s inter- 
est. This is just one of many cases where this type of typical problem 
comes up. 

But this case, and I think it was rather aggravating, this company 
was incorporated in 1927, issued bonds in 1930. From 1930 through 
the years up through the years under examination, I think they were 
1954 and 1955, the obligation was recognized as a debt. No question 
had been raised about it. 

On an examination that began in 1956 and is now in issue in 1957, 
the Treasury says this is not a debt, takes graceful refuge in the doc- 
trine that protects the Government in a situation such as that, that 
they are not estopped, that they can raise the issue again and take an 
inconsistent position. 

And I, at considerable expense to my client and with the help of a 
certified public accountant had to search back into the records, develop 
facts as to what the situation was when these bonds were first issued in 
1930. Over the years, the interest had been deducted, no question 
had been raised as to the integrity of those instruments as bonds. 

Up until 1945, there was no policy or rule of the Treasury Depart- 
ment that would give cause to question it. But after 1945, they 
changed the rule and now they say they are not bonds, that they are 
stock, and put the taxpayer to prove. 

That sort of tax law by administrative later guess is not good. It 
is not good for business in general, but it is particularly bad for the 
smaller corporation that is faced with a problem: are they going to 
spend eight, ten, twelve, fifteen thousand dollars to fight a case in the 
Tax Court, to the court of appeals, to clarify a rule, or should they 
pay the eighteen, the twenty or thirty or forty thousand dollars and 
concede it, even though the company believes they are in a proper 
position ? 

Small business has less at stake, they capitulate, they have to give 
in. They are harder decisions as to small-business men than in this 
case of major companies. 

So, I think that sort of situation well merits the attention of this 
committee. Although I realize the difficulty of Congress passing a 
law which tells an administrative branch of the Government that it 
is to follow the law as written and not to rewrite it. 

I realize the difficulties of policing, administering that, but I think 
possibly some of the committee report chastising the Treasury a bit 
would possibly retard and restrain some of the tendencies they are 
now showing. 

A further point I should like to make is this: that today the Treas- 
ury Department follows, and the Tax Court, which is an adminis- 
trative branch of the Treasury Department and not a separate tri- 
bunal of the Federal judiciary, follows a policy, theoretically based 
on desire for uniformity in the administration of the tax laws, 
whereby a businessman is put to difficulty of proving and winning a 
case in the courthouse and fighting it through the administrative 
branches of the Bureau in order to get a result which a competent 
court of his jurisdiction says he is entitled to. 

Now, I have read Russell Harrington’s testimony before the House 
Ways and Means Committee, I believe in January 1956, where he 
talked about the necessity of the uniformity of policy and why it is 
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necessary in some instances to take an arbitrary position and put tax- 
payers to considerable trouble to fight.a point out. 

While there is justification for that in theory, yet in practical effect 
it is unsound, and while there may be some administrative convenience 
in having it that way, yet from the sense of economic fairness, it just 
cannot be justified. 

It is one thing for the Treasury Department to say that “We are 
going to make a consistent rule through the country, even though the 
courts in three-fourths of the States, the Federal courts of jurisdic- 
tion of three-fourths of the States have ruled otherwise. But, never- 
theless, we think it is right and that should be the law. Weare going 
to keep on that track until the Supreme Court slows us down and re- 
verses us and says we cannot do it that way.” 

That is one difficulty, but there is even a more fundamental diffi- 
culty, and it stems out of a decision called the Lawrence case in mid- 
January of 1956, in which the Tax Court enunciated the surprising 
doctrine that even though a court of appeals with jurisdiction of the 
Tax Court in the particular matter had reversed the Tax Court, when 
the same issue came up again in the same jurisdiction, and while that 
superior decision of the court of appeals controlled, the Tax Court 
would, in substance, say, “While we recognize the fact we will be 
reversed when this case is taken up to the next court, nevertheless, in 
the sense we are going to have uniformity of decision in this court, we 
are going to decide it against the taxpayer and make him go up to the 
court of appeals.” 

Now, that is an astonishing policy for a Government to force upon 
its citizens in business. It is not just business firms facing this prob- 
lem, but all sorts of taxpayers. But it is particularly bad on the small- 
business man who is confronted with the problem, as I have said before, 
of should they fight or should they acquiesce, knowing their right, 
but not get into a squabble with the Treasury and pay fees. 

Now, this Lawrence case means this, in substance: A taxpayer, a 
business firm in Boston may have a set of facts decided against it by 
an examining agent on audit. The taxpayer’s adviser points out a 
decision of the First Circuit Court of Appeals that sits in this building, 
that has jurisdiction over the Tax Court and controls the final point 
of law in this jurisdiction. 

Even though the law ultimately will be decided in favor of the 
taxpayer, nevertheless the Treasury compels him to go to the appel- 
late division, have a hearing, the appellate division is bound by a 
policy memorandum out of Washington that compels the decision to 
go against the taxpayer, then he goes to the Tax Court, the Tax Court 
rules against him even though this First Circuit Court of Appeals has 
already reversed the Tax Court previously on exactly and precisely 
the same facts. Then, he has to come upstairs to the court of appeals, 
all of which, since tax lawyers do not work cheaply, ends up with a 
lot of expense. 

You can take a case with a printed record up to the Tax Court and 
then—rather to the court of appeals, with a printed record through 
the Tax Court without—just in the mere costs of the preparation—in- 
volving several thousand dollars. 

That sort of thing is done consistently. It is unfair. And I think 
it should be corrected. 
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Senator Sauronstaty. Thank you very much, Mr. Cusick. We ap- 
preciate that different point of view from what we have had. 
(Mr. Cusick’s prepared statement follows :) 


STATEMENT OF ALAN P. CUSICK, PROVIDENCE, R. I. 


I am an attorney practicing in Rhode Island and Massachusetts. 1 have been 
in practice since 1936, except for a period of military service. A number of my 
clients are small businesses. While these businesses involve many hundreds of 
thousands of dollars of capital investment and employ workers in the hundreds ; 
nevertheless, their scope must be deemed small when compared with major 
leaders in industry. My practice has particularly involved me in tax matters. 

There should be some moderate reduction in tax rates on the first bracket of 
corporate taxable net income. A reduction of from 30 percent to say 22 percent 
or 20 percent of the first $25,000 of corporate net income is suggested. The cor- 
porate form of organization is the usual method of operations for American 
business. There are certain desirable advantages in a corporate form of or- 
ganization quite apart from any tax considerations. Small corporations are 
handicapped in competitive growth because of the present Federal tax structure. 
The average small corporation is dependent on its own earning powers for 
growth. Capital financing through the public offering of securities is usually 
not possible. Bankers are disinclined to make long-term loans to small corpora- 
tions, except possibly in connection with real-estate mortgages. Major businesses 
ean resort to public offerings of securities which increase equity capital. Thus, 
big business becomes bigger while the ambitions to grow of smaller business men 
are stifled. Such a result is not desirable from the standpoint of either our 
national security or our economic growth. Today defense requires massive 
industrial capacity. Productive capacity should not be overly concentrated. 
Rather, there should be a growing and broadening basis of production guided by 
diversified management. 

The present tax laws as administrated discriminate against smaller closely 
held corporations as compared with publicly held major corporations. An 
overzealousness on the part of the Treasury Department over the years led 
to plugging supposed loopholes in the tax laws to special and restrictive 
rules applying only to the smaller enterprises. Particularly certain provisions 
of the Internal Revenue Code of 1954, sections 302: 304; 306; and section 318 
create uncertainties in the law and burdens of operations and ownership which 
peculiarly fall upon the smaller corporation. In an effort to prevent a stock- 
holder of a small corporation from getting the equivalent of dividends out 
of his company at capital-gain rates the law has been changed so that normal 
transactions in the stock of closely held corporations have become subject to 
oppressive and uncertain tax rules. This is very unfortunate inasmuch as the 
holder of stock in a small corporation has only restricted opportunities of dis- 
posal of his securities. Such a stockholder does not have the oportunity of 
freely disposing of his securities through the ever available market of a stock 
exchange or through over-the-counter dealers. These inequities that were 
spawned by the 1954 code should be removed. Revision is particularly advisable 
in order to facilitate continuity of business existence. The present rules often 
lead a businessman to dispose of a successful business at a bargain price and 
retire by sale in a simple capital-gain transaction, rather than to endeavor to 
withdraw gradually from active management while passing ownership of the 
business on to others. 

Congress should restrict taxing by administrative fiat. Taxes under our 
Constitution must be imposed by statute. The prerogative of statutory enact- 
ment rests in Congress. Yet, the Treasury Department continually goes beyond 
the clear and unmistakable language of a taxing statute when some official 
with administrative right of decision determines that the revenues require a 
rewriting of the literal and clear meaning of a statute so as to plug a sup- 
posed loophole. The practice is endlessly pursued. Agreement is even made by 
Government representatives in tax litigations that the failure of Congress to 
specifically annul a Treasury interpretation implies that the ruling reflects 
the intent of Congress. An example is the development by the Treasury De- 
partment of the so-called doctrine of “thin incorporation.” The statutes in- 
volving this subject have not been changed over the years. Yet, about 1945 
the Internal Revenue Service introduced a radically new concept in tax ad- 
ministration. Debt securities issued by small corporations became subject to 
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all sorts of after-the-fact tests as to whether or not the securities were debt 
documents or capital stock. The statute law has not been changed. Businessmen 
are operating in this area as they always have conducted their financing. Yet, 
the Treasury Department now has changed its position and attacks the tax 
validity of many debt instruments under vague theories which defy under- 
standing. No specific rules of interpretation have been set up, but rather a 
policy is followed of determining each case on its own facts. This is unsatis- 
factory to business and is particularly burdensome to the small-business man. 
The small-business man is entitled to know the tax rules clearly in advance. He 
shouldn’t have to guess at what the requirements are that govern his operation. 
Nor should he be subject to having the rules of the game changed retroactively. 

Congress should define the fundamentals governing action by the Internal Rev- 
enue Service on issues decided by courts other than the United States Supreme 
Court. Today the Government forces many businessmen to litigate or capitu- 
late to a proposed deficiency assessment on points where the courts of the 
particular jurisdiction have earlier ruled in favor of the taxpayer. The United 
States Tax Court, which is an administrative agency of the Treasury Depart- 
ment, has encouraged this practice. For example, a small-business man in 
Boston may claim a particular deduction on his business tax return. The basis 
for the deduction has already been established by the ruling of the United 
States Court of Appeals for the First Circuit having jurisdiction over Boston 
taxpayers in an earlier case involving another taxpayer. Yet, the Internal Rev- 
enue Service and the Tax Court claim that it is perfectly proper to refuse to 
recognize this earlier court decision of the governing court of appeals and need- 
lessly compel the taxpayer to litigate the matter through the informal confer- 
ence procedures of the Service; the Appellate Division; trial in the tax court; 
and finally trial in the court of appeals. Such litigation is time consuming, 
expensive, and diverts the businessman’s attention from the affairs of his day- 
to-day routine. Both the Internal Revenue Service and the Tax Court condone 
this practice on the niceties of uniformity in interpreting the tax laws. That 
kind of refinement is too refined for practical digestion. 

These are the high points of certain observations from my practice as a tax 
lawyer representing smaller businesses. AS a lawyer who served from 1945 
to 1956 on the legislative drafting committee of the tax section of the American 
Bar Association, I am most mindful of the difficulties faced by your committee 
in bringing reality to many worthwhile reforms. A stock argument frequently 

made by opponents of any liberalization of the taxing laws is that a particular 
proposal is in fact nothing more than a reduction in rate to a favored taxpayer. 
The notion is created that if someone is going to get a tax break, the start 
should be made with widows, orphans, and other worthy objects of charitable 
bounty. In an era of budget cutting such reasoning obviously has certain per- 
suasiveness. Yet, the relief here suggested is justifiable. There is both mili- 
tary and economic soundness in making moderate concessions to the average 
American businessman and in removing some of the tax inequities which par- 
ticularly burden him. 


Senator SauronsTaLL. The next witness is Mr. L. G. Morrissey, vice 
president, Morrissey Bros. Tractor Co.., of Burlington, Mass. 

Is Mr. Morrissey ‘here? 

Mr. Morrissey. Yes, sir. 


STATEMENT OF L. G. MORRISSEY, VICE PRESIDENT, MORRISSEY 
BROS. TRACTOR CO., BURLINGTON, MASS. 


Senator Satronstauu. All right. 

Mr. Morrissey. I submitted a few remarks. Perhaps you have them. 

Senator Sanronsrart. Do you want to read your statement ? 

Mr. Morrissey. Well, I can speak briefly about it, merely to explain 
that. we are in the construction-equipment business, selling construc- 
tion equipment to road contractors, bulldozers, air compressors, diesel 
engines, and that sort of thing, and we are in a business which a great 
many people today feel should be extremely profitable. 
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I think there has been a lot of publicity in connection with the 
Federal highway program, and I think that, generally speaking, 
overynody eels that in the business we are in, why, it is going to be 
very fine. 

Well, actually, there are a great many problems in our business, as 
in many other kinds of business, and I think that our biggest difficulty 
is the fact we have four general groups of people with whom we do 
business, where all our relationships, you might say, are on a con- 
tractual basis. 

For example, we represent certain manufacturing accounts, and we 
have a contract with them which we must perform. We borrow money 
from the bank, and we have to pledge collateral and sign agreements 
which are legal documents. 

We have contracts with the unions; and certainly we have obliga- 
tions with the Internal Revenue Department. 

I might say that every one of these people in the ultimate gets paid 
in cash. Generally speaking, there is not one of them who will take 
a dollar less than is owed to them. 

The operation of our business, if I could tell you a little bit about 
it, is to sell a new machine and take a used one in trade, so we have to 
remit the money to the manufacturer. Our money is always tied up 
in what I call a very dubious depreciable asset. 

What is worse, we have to put some more money with it to repair it 
so we might in time sell it. 

We are constantly short of cash, and my reason for coming here is 
to make what I think are some practical suggestions. 

For example, fundamentally we sell mathe’. service machinery, 
and sell parts for it. We conduct a service operation where we are 
constantly up against new improvements and labor-saving devices. 

If, for example, in our shop our foreman were to come to us with 
a request for a hydraulic press or an overhead crane or some such piece 
of equipment that would permit us to do our service work a little better, 
we would take the matter under advisement and have a meeting and 
set up a certain amount of money. 

Unfortunately, so many times just as we get ready to buy it, why, 
somebody advises us we cannot afford the cash. 

I think if we were permitted each year a certain deduction of our 
net profits before taxes for a piece of equipment of this sort, with the 
understanding that we would buy it, then I think that we could prob- 
ably improve our operation to the extent that whatever tax loss was 
caused in the first year would probably be made up in the second year. 

Thereby we could keep up and keep abreast and keep efficient and 
keep doing some of the things that we are constantly trying to do. 

Is that reasonably clear ? 

Senator SarronsTatu. Yes. 

Mr. Morrissey. The second thing that I want to mention today, in 
borrowing money, any long-term loan of any size, as a condition for 
that, practically every bank requires insurance on the 2 principals 
or the 3 principals. You have to take out a life-insurance policy. 
You have to assign the policy to the bank as part of the collateral for 
the loan. 

Well, here is a sizable insurance premium which, I charge, is a cost 
of borrowing money. The bank is going to get that money if anything 
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happens to any one of the principals, party to the agreement, and 
properly so. But I do not see how we can be expected to pay these 

remiums, which are really a part of the loan just as much as the 
interest charge on the money. If we could have some kind of a deduc- 
tion for that sort of thing to work out a percentage of how much of 
this insurance could be applied to that particular loan, I think it would 


help us. 

The last item: Most of these—our business, for example, is a small 
business where it is a family corporation. All of the money in it has 
been put in it by immediate friends and relatives. And we are faced 
at this time of our lives with the estate problem. I think, again, if 
we were permitted to buy some tax-anticipation warrants, let us say, 
on which the Government might pay a very low rate of interest, that 
we could collect these things an entdlntn them and, some years 
hence, we could pay them back for any Federal obligation. 

We will assume, for example, that the Treasury oe paid 
1 or 114 percent. It would seem to me that they could have the use 
of a great deal of money at a very low rate of interest at this particular 
time. 

I think, very definitely, that it might encourage saving on the part 
of any small business, because, to me, it is just like an individual try- 
ing to save money. You have to have a plan, and you have to set 
aside the money, and you have to do it regularly. 

Mr. Sruuts. Do you feel, Mr. Morrissey, that you should distinguish 
this from an individual wanting to save money where there is no de- 
ductibility for you or me as individuals; you feel that a corporation 
or estate should be able to deduct this from its earnings ? 

Mr. Morrissey. Yes; I do. That is just exactly right. But I feel, 
if a business were permitted to do so, you would work toward that 
end on an annual basis. It is not something that you put ahead that 
you are going to do next month or 2 or 3 months from now. Those 
are some suggestions, gentlemen, that I think would be helpful. 

Senator SaLtronsTaLu. Thank you very much, Mr. Morrissey. 

Are there any questions ? 

Senator Smaruers. No. I think you make it very clear, sir. 

Senator SAuronstaLt. Thank you very much. Your full state- 
ment will be made a part of the record. Thank you for coming down. 

(Mr. Morrissey’s prepared statement follows :) 


PREPARED STATEMENT OF L. G. Morrissey 


RECOMMENDATIONS FOR TAX RELIEF FOR SMALL BUSINESS 


Preliminary remarks 
My company is engaged in the distribution of construction machinery—-trac- 
tors, bulldozers, motor scrapers, air compressors, and the like. Our function is 
to sell and service this machinery, both in our place of business and in the field. 
The roadbuilding contractor is our customer, who depends upon us for parts 
and service in the performance of his machinery, sometimes on an emergency 
basis. 
In the operation of our business, it can be said we have four general relation- 
ships which are on a contractual or legal basis: 
(a) Our manufacturing accounts, where our agreements are in the form 
of a contract. 
(b) With banks, where all of our borrowings are in the form of contracts 
or legal documents. 
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(c) With unions, where our arrangements are in the form of contracts. 
(d) Internal Revenue Department, where the arrangements are the law 
of the land. 

Our obligations with these groups have to be paid in cash, and no one of them 
will take $1 less than that which is owed. Our constant problem is with 
cash, because it is always, in the normal operation of our business, tied up in 
depreciable assets (used machinery) and service charges. As a result, we are 
unable to accumulate cash to be used for additional inventory, for additional 
machinery used in performing service work, and for additional building space 
for service work. 

Recommendations for tax relief for small business 

These suggestions are offered: 

1. That 20 percent of the net profit, before taxes, be permitted as a deduction, 
for purposes of reinvestment in the business for the following purposes: 

(a) For additional inventory. 
(b) For additional building space. 
(c) For additional improved machinery, used in performing service work. 

Proof of this expenditure could be supplied by a notarized invoice from the 
seller that the money was spent, or purchase made, which would be returned 
with the income tax statement. 

2. The privilege of setting aside a percentage of net earnings—5 percent— 
before taxes, which money would be used to purchase tax-anticipation war- 
rants from the Treasury Department for estate taxes, at a very low rate of 
interest (1.5 or 1 percent). These would be accumulated over a period of years 
and returned in payment of estate taxes or other Treasury obligations, in whole 
or in part of tax due. If in part, payment of remainder of tax to be made 
over a period of 10 years. It would provide the Treasury Department with 
money at a very low rate of interest—1 or 114 percent—and might have the sec- 
ondary effect of savings by a business or corporation. 

3. A reduction in the form of the cost of business life-insurance premiums, 
where the corporation is made the beneficiary. In almost all cases today of 
substantial long-term borrowing, banks impose this as a condition of the loan, 
which can be considered an increased cost in the borrowing of money. A 
percentage of net worth or a percentage of average net profit could be used to 
determine the amount of insurance which could be purchased, which would 
be eligible for a deduction. 

4. The privilege of electing the method of paying your income tax on an 
annual basis. We believe quarterly payments are the most equitable. In the 
case of seasonal businesses, they might wish to pay their taxes on a seasonal 
basis. 


Senator Sarronsrati. The next witness is Mr. Ralph A. Fletcher, 


treasurer of the H. E. Fletcher Co., of West Chelmsford, Mass: 
Mr. Fietrcuer. Yes, sir. 


STATEMENT OF RALPH A. FLETCHER, TREASURER AND GENERAL 
MANAGER, H. E. FLETCHER C0., WEST CHELMSFORD, MASS. 


Senator Savronstaty. Mr. Fletcher, you have a statement here 
with various exhibits. Would you like to have your statement put 
in the record, and then you have an exhibit consisting of your own 
statement that you made in 1955, together with an act, H. R. 6794, and 
a statement by “Mr. Donohue. Ww ould you like to have your statement 
of today put in the record with attac hments ? 

Mr. Fiercuer. I should like that very muc h. 

Senator Sarronstauu. All right, sir. 

(Mr. Fletcher’s prepared st: itement and attached exhibits follow: ) 


PREPARED STATEMENT OF RALPH A. FLETCHER, TREASURER AND GENERAL MANAGER, 
H. E. FLETCHER Co., WEST CHELMSFORD, MASS. 


Honorable Chairman and members of the Select Committee on Small Busi- 
ness of the United States Senate, I wish to thank you for the opportunity of 
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expressing myself to you on the subject of the impact of Federal taxation on 
small business. I hope that my views may be of some help to you in the study 
which you are making. 

I have personally experienced a great many of the difficulties which are com- 
mon to small-business men. I entered a small family business in 1916, and have 
been treasurer and general manager since 1920. I have had the opportunity per- 
sonally to feel the effect of the changes in the tax law and the administration of 
the law over the last 40 years. My formal education was as a civil engineer, and 
my business experience has been as a quarryman and fabricator of natural stone. 
I can assure you that what I have to say is based on personal experience and 
observation. 

I do not think there is any question but that the Federal tax structure im- 
pinges differently on small business than on some other segments of the economy. 
To a certain extent, the hardship is a matter of circumstances; however, to a 
considerable extent it is due to the complexity of the law and the administration 
of the law. 

Recently, a subcommittee of the Ways and Means Committee of the House 
of Representatives on the subject of internal revenue taxation, headed by Con- 
gressman Mills, recommended that the Internal Revenue Bureau be bound by 
precedents set by the Federal courts, Tax Court, and the United States Court 
of Claims. Subsequently, H. R. 6794 was introduced in the House by Congress- 
man Gubser. A copy of his bill is submitted herewith as attachment 1. 

Here we have a committee of the Ways and Means Committee which, as I 
understand it, originates the tax law. This committee recommended that the 
tax collector follow the law as determined by the courts. 

Then, a Congressman sponsored legislation to require the tax collector to do 
so. The obvious inference is that the tax collectors have not been doing so. 

I submit that in the nature of things small business cannot defend itself 
against the uncertain administration of this very complex law as well or as 
cheaply as big business can. It has neither the staff nor the knowledge to do 
so, nor the funds with which to employ others for the purpose of self-defense. 

Small business was unable to benefit from rapid amortization or accelerated 
depreciation to the extent that big business did. It has not been given the advan- 
tage of alternative depreciation on used equipment which, as we all know, is the 
normal source of equipment for the little fellow. Also, in the nature of things, 
it cannot pass on taxes to the consumer as the so-called administered-price indus- 
tries do. I have to smile when I read in the paper about the taxes that General 
Motors pays. It seems to me that all of us who purchase automobiles are paying 
General Motors’ income tax. Of course, we do have a choice. We can pay 
Chrysler’s or Ford’s, but we are pretty sure we are going to pay somebody’s. 
Last and perhaps most important of all, in the nature of things, small business 
will probably always have to pay more than big business for equity capital; 
however, it does seem that small business should have access to equity capital. 
As the Federal tax structure is presently constituted and administered, it is 
almost impossible for any small business, except in very unusual cases, to secure 
sufficient equity capital to grow or even have long life. 

It does not seem necessary to go into the question here of whether small 
business should be saved and kept healthy. Assuming that this is the case 
then tax relief is necessary to small business. I believe that we all know that 
we have been made into a nation of tax avoiders. It is generally accepted that 
on the part of the better, more able brains there has been a substantial loss 
of incentive to create and produce. You might say, a great many of the entre- 
preneur type refuse to work more than half time for the Government. With 
such a heavy tax burden and so many taxpayers feeling that its distribution 
is not equitable, it is almost inevitable that tax evasion will become widespread. 

If there is to be tax relief to small business, it cannot wait for tax reduction. 
It is commonly stated that tax reduction must wait for reduced spending. 
It has been waiting for reduced spending too long already. If small business 
is to have tax relief at any time in the foreseeable future it must come through 
redistribution of the tax burden. Of the many suggestions which have been 
made for tax relief to small business, I believe that a graduated income tax is 
the one which offers the quickest relief and most equitable redistribution. 

I believe that in any event there should be a specific exemption for each cor- 
porate taxpayer, just as there is for each individual taxpayer. This principle 
is established as to the individual and was established under the excess profits 
tax, so far as excess profits were concerned. I believe that there should be a 
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specific exemption for earnings retained in the business up to some figure such as 
$50,000, or one-half the net profit, in each taxable year. 

I think that flexible or optional depreciation should be the privilege of the 
taxpayer. This is common in other countries and appears to have worked very 
well. It should not result in any long-range total reduction in revenue. It 
might distort the revenue temporarily, but you can only take depreciation once. 
At this point, I wish to refer to two previous statements which I have made 
to the joint New England delegation in Congress on the subject of flexible de- 
preciation. The first was in 1950, and the second in 1955. Copies of these state- 
ments are submitted herewith as attachments 2 and 38. 

I believe that the payment of the estate tax should be spread over a 10-year 
period in equal annual installments, at the option of the taxpayer. I also 
believe that the number of taxpayers to whom this privilege is granted should 
not be so circumscribed as to vitiate the privilege. I make particular reference 
to S. 245 of the current session of the United States Senate. This was generally 
known as the administration bill. Under section 6157, it is required that in 
order to have the benefits of the 10-year payment privilege, first, one-half or 
more of the value of the gross estate consist of stock or investments in a closely 
held business enterprise and, second, that the term “closely held business enter- 
prise’ means “(A) a business corporation having ten or less stockholders, and 
(B) a business partnership having ten or less partners.” In my mind, these 
conditions are unduly restrictive, in fact to such an extent as to greatly restrict 
the benefit intended by the privilege. I might point out that in many family 
businesses which extended beyond the first generation there would normally be 
more than 10 stockholders, taking into consideration children and grandchildren. 

The capital gains tax should be either eliminated or substantially reduced. 

Finally, in general the burden of proof should be placed on the Commissioner 
rather than on the taxpayer. 

I believe that this program would make it possible for deserving small busi- 
nesses to modernize, prosper, expand employment and attain a healthy condition. 


(Attachment 1) 


Exursit 18 
[H. R. 6794, 85th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 to provide that the Secretary of the 
‘Treasury shall be bound by decisions of certain Federal courts 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subchapter A of chapter 80 of the 
Internal Revenue Code of 1954 (relating to application of internal revenue laws) 
is amended by inserting at the end thereof the following new section: 


“SEC. 7810. PRECEDENTS BINDING ON THE SECRETARY. 


“(a) ORDER IN WHICH PRECEDENTS ARE BINDING. 
“(1) CoURT RENDERING DECISION.—The Secretary in formulating rules and 
regulations under the internal revenue laws, in making determinations with 
respect to taxpayers, and in otherwise administering the internal revenue 
laws shall be bound by a precedent of— 

“(A) the United States Supreme Court: 

“(B) a United States court of appeals if there is no precedent of the 
United States Supreme Court; 

“(C) the Tax Court of the United States if there is no precedent of 
the United States Supreme Court or a United States court of appeals: 

“(D) a United States district court if there is no precedent of the 
United States Supreme Court, a United States court of appeals, or the 
Tax Court of the United States; 

(E) the United States Court of Claims if there is no precedent of 
the United States Supreme Court, a United States court of appeals, the 
Tax Court of the United States, or a United States district court. 

“(2) TIME OF DECISION.—If on the date on which this section is enacted 
there are two or more conflicting precedents— 

“(A) of United States courts of appeals and no precedent of the 
United States Supreme Court with respect to the matter on which the 
precedents of such United States courts of appeals are in conflict, or 
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“(B) of United States district courts and no precedent of the United 
States Supreme Court, a United States court of appeals, or the Tax 
Court of the United States with respect to the matter on which the 
precedents of such United States district courts are in conflict, 

the Secretary shall be bound by the most recent of such conflicting prece- 
dents. 

“(b) Errect of CONFLICTING DECISIONS OR PRECEDENTS.— 

“(1) TAX COURT OF THE UNITED STATES OR UNITED STATES DISTRICT COURTS.— 
If the decision of a case which is rendered by the Tax Court of the United 
States or a United States district court is adverse to the Secretary and con- 
flicts with a precedent which is binding on the Secretary as provided in sub- 
section (a), the Attorney General shall appeal the case upon which such 
adverse decision is based to the appropriate United States court of appeals. 

“(2) UNITED STATES COURTS OF APPEALS.—If the decision of a case by a 
United States court of appeals or the United States Court of Claims is 
adverse to the Secretary and is in conflict with a precedent which is bind- 
ing on the Secretary as provided in subsection (a), the Attorney Genera! shall 
petition the United States Supreme Court to review, by a writ of certiorari, 
the case on which such adverse decision is based. 

““(c) PRECEDENT.—For purposes of this section, the term ‘precedent’ means the 
whole or any part of a decision of the United States Supreme Court, a United 
States court of appeals, the Tax Court of the United States, a United States dis- 
trict court, or the United States Court of Claims, of a case or any aspect thereof 
(whether arising under the Internal Revenue Code of 1954, the Internal Revenue 
Code of 1939, or prior internal revenue laws) which case or aspect thereof is 
factually similar to, and as to which there is no relevant distinction from, a 
matter as to which the Secretary is formulating rules and regulations, making 
a determination with respect to a taxpayer, or administering under the internal 
revenue laws; except that no decision or any part thereof shall be a precedent 
unless such decision is a final decision and until no further action (such as a 
petition for a new trial, appeal, request for review, or request for a rehearing) 
can be taken as to the case with respect to which such final decision is made.” 

Sec. 2. The table of sections for subchapter A of chapter 80 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the following: 


“Sec. 7810. Precedents binding on the Secretary.” 


(Attachment 2) 
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FLEXIBLE DEPRECIATION WovUuLD AIp SMALL BUSINESS AND THE NATIONAL 
Economy 


Extension of remarks of Hon. Harold D. Donohue, of Massachusetts, in the 
House of Representatives, Thursday, April 6, 1950 


Mr. Dononuuve. Mr. Speaker, under leave to extend my remarks, I should like 
to include a statement made by Ralph A. Fletcher, vice president of the Smaller 
Business Association of New England, at a meeting, here in Washington, on 
March 27, between representatives of the association and the members of the 
New England congressional delegation. 

Mr. Fletcher is a consulting engineer and manufacturer of long experience 
and proven ability. He gave a lucid and impressive explanation, to the group, 
of the manner in which the small-business man is handicapped by the present 
operation of our depreciation tax regulations. He pointed out it is manifestly 
unjust to expect the small-business man to contest Treasury Department deci- 
sions by appeal to the courts, since they have neither the money nor the legal 
assistance possessed by the large corporations. 

Mr. Fletcher’s plea for the adoption of his flexible depreciation recommenda- 
tions is worthy of serious consideration, and the complete text follows: 

“Mr. Chairman, honorable congressional delegation, ladies and gentlemen, as 
vice president and chairman of the membership committee of the Smaller Busi- 
ness Association of New England, it is an honor and a privilege for me to present 
on behalf of our association a brief discussion of the need of small business for 
flexible depreciation. 
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“T must preface my remarks with a statement that I am an engineer by train- 
ing, a quarryman and manufacturer by experience. I am not an attorney, ac- 
countant, nor a tax expert. I can only present this problem as it appears to the 
fellow who is earnestly and sincerely trying to produce more and more goods 
under constantly improved working conditions with lowering costs and prices, 
and endeavoring to increase wages and stabilize employment. 

“T believe this to be a fair statement of some of the objectives of the smaller 
producer, and it goes without saying that to the extent he is able to achieve these 
ends he expects some reward beyond that of a task well done. 


“FIRST, WHAT IS DEPRECIATION TAXWISE? 


“Under Internal Revenue Code, section 23, deductions from gross income, we 
find the following: 

“*Tn computing net income there shall be allowed as deductions : 

“*(1) Depreciation: A reasonable allowance for the exhaustion, wear, and 
tear (including a reasonable allowance for obsolescence) (1) of property used 
in the trade or business, or (2) of property held for the production of income.’ 

“This seems to be a simple, clear, and straightforward statement. However, 
bulletin F revised January 1942) of the United States Treasury Department, 
Bureau of Internal Revenue, contains over 90 pages of printed matter on the 
subject, but cautions taxpayers against relying solely on information contained 
therein. 

“This creates a situation which may be all right for big business, equipped as 
it is with staffs of highiy paid attorneys and expert accountants, many of whom 
have been trained in the Government services. They can and do negotiate with 
the Treasury regarding depreciation allowances on more or less even terms. On 
the contraray, the small-business man is not and, in the nature of things, never 
can be equipped to do more than accept whatever depreciation allowances the 
Bureau of Internal Revenue may grant him, whether or not he feels them to be 
reasonable and just. 

“His only recourse now, in the final analysis, is an appeal to the courts, and he 
has neither the time nor the money for this. The Treasury understands this 
just as well as the small-business man, and so a most difficult situation is created 
for him. Flexible depreciation wou!d cure this inequity. 


“SECOND, WHAT IS FLEXIBLE DEPRECIATION ? 


“If the word ‘reasonable’ is deleted from the law as stated above and if the 
words ‘as determined bv the taxpayer’ are inserted, so that the law would then 
read as follows: 

“‘In computing net income there shall be allowed as deductions: 

“*(1) Depreciation: An allowance, as determined by the taxpayer, for the 
exhaustion, wear, and tear (including an allowance for obsolescence) (1) of 
property used in the trade or business, or (2) of property held for the production 
of income.’ 

“And flexible depreciation rates would result. 


“WHY DOES SMALL BUSINESS NEED FLEXIBLE DEPRECIATION RATES? 


“Let us assume a hypothetical case to illustrate a common condition. 

“Imagine, if you will, a small manufacturing concern: It probably had a hard 
time through the great depression, but weathered it; a rough time again during 
the war, but with the help of the Smaller War Plants Corporation managed to 
eonvert to war production and make a nice contribution to the national defense. 
In the postwar period it realizes that its equipment and methods have become 
obsolete, but it is caught in a working capital shortage due to higher general 
price levels. 

“At this stage, its employees who also know the equipment is worn out and 
obsolete and not worth repairing become dissatisfied with the situation. They 
think the old man has lost his grip, gone by, etc. Finally they send a delegation 
in to see him with a proposition. They have it all figured out. If he’ll get them 
some decent tools to work with, and better the working conditions, which they 
figure can be done for about $10,000, they, in time, will guarantee to produce 
enough more than currently to pay for it all in 1 year and they think that the 
new stuff should be good for about 10 years. Let us say that their recommenda- 
tions involve some special heat-treating equipment, precision controls, and air- 
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conditioning embodying techniques developed during the late war years, which 
are matters of general knowledge now, but which do require special engineering 
for adaptation to each industrial application and have little, if any, resale or 
market value. 

“To the employees this looks like a pretty good proposition and they sort of 
think that after the stuff is paid for that there should be something in the way 
of a division of the spoils—perhaps a raise or a bonus for them. A better prod- 
uct and a somewhat lower price for the customers, an increased market demand, 
more sales, steadier work, and perhaps a job for a son or brother who is coming 
along in school and whom they would like to get placed. 

“We believe this is the way things should be and that under flexible deprecia- 
tion the proposition could be put over, but let’s see just how it is now, and what 
a tough and disagreeable job our small-business man has ahead of him to try to 
explain to a group of practical, sensible workingmen why he can’t get the money 
to go ahead with it even though he agrees wholeheartedly with their idea. 

“First, let us consider the number of times which the new equipment must earn 
its cost in order to provide enough dollars to repay the money borrowed or in- 
vested for its purchase. 

“‘Under the present tax system this could be from twice to three or more times 
the initial cost, depending on the type of ownership and the amount of other 
income. 

“If our recommendation for flexible depreciation is adopted it would only be 
necessary to earn the amount of the cost one time, in order to repay the invest- 
ment regardless of the type of ownership or amount of other income. 

“Now, let us see what possible sources there are for the needed capital and 
what chance there is of getting it under the present tax system, and the condi- 
tions which would exist if flexible depreciation were adopted. 


“SOURCES AND AVAILABILITY OF CAPITAL 


“Under present tax system “Under flexible depreciation 

“1. Own capital (past savings) : Not “Would tend to become available out 
available now. of future earnings. 

“2. Current or anticipated earnings ; “Definitely available if estimated 
Insufficient now after taxes. gain is correct. 

“3. Venture or risk capital. Not “Would tend to become more avail- 
available now. able. 

“4. Borrowed capital: “(a) Not needed. 

“(a) Long term: Not available. “(b) Would probably be available 

“(b) Short term: Not safe to use for and safe to use. 
such purposes. “(ce) Use would probably be con- 

“(c¢) Installment purchase: Availa- siderably broadened. 
bility subject to marketability and quite “Available. 


restricted now. 
“Conclusion: Not available. . 


“What this all amounts to is that the taxpayer and his employees would only 
have to earn the cost of the equipment once, in order to have the use of this 
income-producing improvement. However, he still must pay local property taxes 
on it during its life, and income taxes on the revenue that it produces so long 
as it is used. Also, if sold at any future time the entire proceeds would be 
subject to capital gains, taxes, and in the case of an individual taxpayer's 
death, to estate taxes. 

“The taxpayer gets 100 percent depreciation under the present system pro- 
viding he lives long enough. What we propose is that he should get 100 percent 
depreciation at the time he considers most advantageous to his business. The 
result is the same, he only gets it once, but the timing is different and he gets 
it when he can use it. 

“There can be no question but that the tools of production should be as readily 
obtainable as possible for the greatest good since it is only from production 
that we get goods and services. 

“That we have in recent years instituted a system of taxation which operates 
to prevent the acquisition of these tools has been a matter of increasing concern 
to many thinking people. 

“Short of actual conquest, it is hard to see how an enemy could devise a better 
method for hamstringing productivity, discouraging enterprise, and removing 
incentives for growth and improvement, than the tax straitjacket we have im- 
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posed upon the small producer here in the United States of America. It does 
not operate overnight, but is like a lingering deadly disease, a cancerous con- 
sumption causing a wasting away of health in the economic structure of our 
country. 

“In closing, I wish to thank you on behalf of our association for this oppor- 
tunity to present to you our need for flexible depreciation as one of the ways 
by which you can help small business to increase production and employment 
to grow and prosper and become a strong and healthy segment of our national 
economy.” 





(Attachment 3) 
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STATEMENT OF RALPH A. FLETCHER BEFORE NEW ENGLAND SENATORS AND 
CONGRESSMEN, WASHINGTON, D. C., Fepruary 24, 1955 


Honorable chairman and members of the New England congressional delega- 
tion, I appreciate your extending to me the privilege of appearing again before 
this group on behalf of the Smaller Business Association of New England. 

We have always been accorded an attentive and understanding reception not 
only by our representatives from New England but as well by the Senate and 
House committees before whom I and my associates have from time to time 
appeared. 

I shall first explain the reasons for my interest in the problems of small 
business. I am a small-business man. As an engineer by education and train- 
ing and a quarryman and manufacturer by experience, I have long been con- 
cerned with the difficulties which confront every small-business man. These 
have resulted in part from an expanding economy, our Federal tax structure, 
and the disproportionate advantages that accrue to the large business corpora- 
tions under our current system. 

For these reasons, some 10 years ago I became associated with the Smaller 
Business Association of New England as a director, and had the honor to serve 
as its president during this past year. 

Among the many problems which have beset the small-business man under our 
present tax system is that of depreciation including obsolescence, and that is 
the problem to which I wish to direct my remarks. We do not need to expand 
on the fact that this problem of a more flexible depreciation is accepted by you 
and our other representatives in Washington. 

The Select Committee on Small Business of the Senate in a considered report 
issued in June 1953, recorded themselves in favor of more liberal depreciation 
policies: “‘We do not wish to recommend a reproduction cost basis for calculat- 
ing depreciation, but we do believe that management should have a greater 
latitude for judgment and should tie depreciation charges to its own policies as 
they relate to machinery replacement and the recognition of obsolescence. 
(83d Cong., S. Rept. No. 442.) 

Not only in 1953, but in 1954, when the new code was under legislative con- 
sideration, the Senate Finance Committee in its report recognized the impact of 
depreciation policies on the small-business man: “Small business and farmers 
particularly have a vital stake in a more liberal and constructive depreciation 
policy. They are especially dependent on their current earnings or short-term 
loans to obtain funds for expansion. The faster recovery of capital investment 
provided by this bill will permit them to secure short-term loans which would 
otherwise not be available.” 

In these reports the problem is recognized. I could continue at length in an 
attempt to convince this group of a need which is conceded to exist. I do not 
intend to waste your time. I expressed these same views on April 6, 1950, at 
a similar meeting of this delegation. These comments were published in the 
Congressional Record. I am having copies of these remarks distributed. 

The question is what do I suggest should be done to solve this problem. 

In the first place, I know that we all appreciate the time and study the 
Senate Finance and the House Ways and Means Committees have devoted to 
the depreciation problem. And I think that the requirements as expressed in 
section 167 of the new code present a liberalization of the old rules which could 
have resulted only from serious study of the problem. However, the declining 
balance method and the sum of the digits formula do not as a practical matter 
solve the depreciation problems of the small-business man. 
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Frankly, the problem is as simple as this. A Government agent or agency 
sets a period of time which is presumed to represent the useful life of a depre- 
ciable asset. This may be an arbitrary standard, as for example Bulletin F, 
and which in many instances fails to give due consideration to the factor of 
obsolescence. This under present retooling and replacement demands greatly 
shortens the period which would reasonably be considered the useful life of a 
piece of machinery or other property subject to depreciation. 

Therefore I believe and, with the support of my codirectors, recommend to 
the serious consideration of our New England representatives, and to the con- 
gressional committees charged generally with the interests of small business, 
that two changes in section 167 should be made. 

The first one has to do with the burden of proof. This is important. I am 
not a lawyer, but it has been my experience in ordinary business transactions 
that the person claiming money is due him must prove his case (by competent 
evidence). He has the burden, the responsibility, of establishing his claim. 

In the case of depreciation allowances, however, the burden is on the taxpayer 
to prove that the Government in establishing the depreciation rate (based on 
useful life) is wrong. 

Our association believes that the independent small-business man who knows 
his own business and has his own capital at stake and who is faced with 
rapidity of change in technique and style is better qualified to fix the depreci- 
ation period. 

Our second recommendation is that the individual or concern who proposes 
to take depreciation be free to a limited extent to set his own life estimate, 
especially since obsolescence may quickly destroy the useful life of a property. 
In our tax structure, we have many specific exemptions granted. For instance, 
for each dependent, $600; from estate taxes, $60,000; from gift taxes, $30,000. 
We think that a reasonable amount should be established, in the nature of a 
specific exemption, as an annual depreciation allowance. This should not be 
subject to question but, of course, could not be taken in excess of the available 
undepreciated asset values. This should eliminate most of the controversy with 
Federal tax authorities and also quiet most of the complaints from small busi- 
ness relating to depreciation and obsolescence allowances. 

In order to accomplish both of the purposes which we have in mind, we rec- 
ommended that section 167 of the 1954 code read as follows: 


THE LAW AS PROPOSED 


“Sec. 167. DEPRECIATION: (a) GENERAL Rute.—There shall be allowed as a 
depreciation deduction a reasonable allowance, as determined by the taxpayer, 
for the exhaustion, wear and tear (including a reasonable allowance for obso- 
lescence)—(1) of property used in the trade or business, or (2) of property 
held for the production of income. The Secretary or his delegate shall have the 
burden of proving that the allowance as determined by the taxpayer is not 
reasonable and in determining such question of reasonableness annual depreci- 
ation deductions in an amount not exceeding $50,000 may be taken by the tax- 
payer which amount shall not be subject to attack by the Secretary or his dele- 
gate: Provided, however, That adequate depreciable assets exist.” 

And again I thank you for the opportunity of appearing before this group 
among whom I recognize so many friends of long years’ standing. 

Senator SatronstaLL. Now, would you be willing to summarize 
what you say in your statement of today ? 

Mr. Fiercuer. I should be glad to answer any questions about it. 

Senator SattonsraLy. Why do you not tell us a little bit about it, or 
summarize, perhaps, what you have there ? 

Senator Smatuers. Can you answer as best you can—suppose I ask 
you this question: What do you think is the one thing that we should 
endeavor to do in order to help small business, taxwise ? 

Mr. Fiercuer. I think you will have to redistribute the tax burden 
in order to do anything for small business that matters. 

Senator Smaruers. In what specific way ? 

Mr. Fiercuer. If you wait for a reduction in Government spending 
in order to reduce taxes across the board, I do not think—I am afraid 
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I will not live to see the day, and I would like to have something done 
in the reasonably near future. 

Senator Smarners. You think that it is imperative, in order to keep 
small business alive, that we do amend the tax laws? 

Mr. Fiercner. I do; yes. 

Senator Smatruers. In what particulars do you recommend that 
we amend it? 

Mr. Frercuer. I think the basic thing would be a graduated cor- 
porate income tax so as to redistribute the burden. 

There are a lot of other fringe benefits that could be had, all of 
which would be helpful. 

Senator Smaruers. But if there were only one that we could do, 
you would think that would be the better one to do? 

Mr. Friercuer. I think that would do the job, and do it quickly. 

Senator SauronsTALL. You do not think it would be more helpful 
to permit some freedom from taxation on money reinvested in the 
business ¢ 

Mr. Fiercuer. I think that would help; yes, sir. 

Senator Sarronstatu. It would seem to me that would be the most 
practicable one to work out, from along those lines. 

Mr. Frercner. I think there are a lot of facets to the problem, but 
the answer is to get some money in the hands of these small fellows 
so they can grow and live and have a little courage. You have to look 
at them differently than from a large corporation, because they do not 
have an indefinite life span. Usually their life is connected with one 
individual. 

Senator SauronstaLt. Well, in that same way, Mr. Fletcher, the 
speakers here this morning in their papers have emphi isized the spread- 
ing out over a 10-year period of estate taxes. That seems to me a 
pre -actical step. 

Mr. Fiercuer. That would be lovely if they would make it available 
to any number of people. But as it Is spelled out in this bill, a copy 
of which I have appended (see p. 396), the benefit is restricted to 
estates consisting of half or more of investments or stock or securities 
in one corporation or one business, and it has to be a closely held busi- 
ness; and a “closely held business” is defined as one having 10 or fewer 
stockholders or 10 or fewer partners. 

Senator SattonsTaLu. You feel that is too restrictive ? 

Mr. Fiercuer. Well, I feel that in the ordinary course of events, a 
man starts a business, and he is a family man who is at all successful 
and he has several children, and if he lives any length of time at all 
he is blessed with a few grandchildren. And it would be very rare 
that you would find, I think in less than a majority of cases, that at 
the time that man’s estate was settled he would not today have placed 
some interest in the estate in all of his children and his in-laws, 
daughters-in-law, sons-in-law, and his grandchildren, and he gets over 
10 so fast it isn’t funny. 

Senator SALTONSTALL. What ? 

Mr. Frercuer. He gets over 10 people interested in his business so 
fast it isn’t funny. 

Senator Smatuers. You do not want to put a penalty on pro- 
ductivity. 

Mr. Fiercuer. Yes, exactly; fertility. [Laughter.] 
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Senator SatronsTaLu. That was not my understanding, Mr. Fletch- 
er. Now Mr. Stults tells me, perhaps I was wrong, but an estate tax 
is levied against your estate as an individual. My interpretation of 
that—that is the bill 

Mr. Fiercuer. This bill does not— 

Senator Ssraruers. That isa proposal. That isnot law. 

Mr. Fiercuer. Thisis S. 245. 

Senator SatronsraLy. What I had in mind, an estate tax is levied 
against you personally. And if you are the owner of a corporation, 
or, we will say, 1 of 3 owners of a corporation, the estate tax is levied 
against your estate, and levied against your ownership in that business 
corporation. 

Mr. Fiercuer. Yes. 

Senator SatronsraLy. And if your estate is allowed to pay that 
over 10 years, as one of the speakers said this morning, that gives you 
a leeway to build it up, and it does not force you to sell your business. 

Senator Smaruers. I think what you are saying is that if there are 
more than 10 beneficiaries. In other words, first, now there is no time 
beyond the present law, which is 15 months, they do not give anybody 
any leeway except under certain conditions, which are hard to meet. 

What these proposals are aiming at is to extend this time, but 
this particular proposal, S. 245, and the companion House bill, only 
limits it to 10 beneficiaries. And what I think the witness is en- 
deavoring to say is that it should be applied to any beneficiary if he 
is a part of getting the estate, he is a beneficiary of the estate. 

Mr. F'terciter. [ simply think this is so restrictive that very few 
estates would benefit by it, and right away a man could not have much 
of any interest in more than one business. 

Senator Smaruers. You want to apply the principle to any bene- 
ficiar v3 there may be 35, there may be 50. 

Mr. Fuercuer. I am not really talking about the beneficiaries, but 
I do not see why the number of owners of a corporation should be 
so closely limited 

Senator SauronsTauu. I agree with you. 

Mr. Fiercurr (continuing). In order to make it a closely held 
corporation. 

And the other point is, I do not see why half of the estate would 
have to be in one corporation. 

Mr. Srouws. I think this is right—the bill (S. 348) which Senator 

Sparkman introduced and in w hich he was joined on by a m: jority of 
the members of our committee, including Senator Smathers and Sen- 
ator Saltonstall, on estate taxes, did not have any such delimiting 
factor. It merely said that estate taxes may be paid over a 10-year 
period in installments. 

It did not delimit it to closely held corporations or any percentage 
of the estate of the decedent. 

So that I think Mr. Fletcher’s point is a good one, that in trying to 
help you we should not so circumscribe you by law that the Treasury 
Department cannot give the relief we expect to give. 

Mr. Fiercnuer. I put that in there for a purpose, to bring up what 
seems to happen all too often, an idea which is promoted as being 
a good thing, and it is on its face a good thing, but by the time the 
people in the back rooms down in W Vashington get through writing 
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it up, they have dolled it up and doctored it up to the point where 
it defeats its original purpose. 

Senator Sauronsratu. Mr. Fletcher, if you would just be on the 
opposite side of that and listen, you want it doctored one way, and 
some other gentleman wants it doctored another way. 

Mr. Fiercuer. That is right. 

Senator SatronsTaty. Senator Smathers’ constituents want it doc- 
tored a third way. And by the time the committee gets through 
with it, it is changed a little from the way you have submitted it. 

Senator Smaruers, I want to add one other qualification, which is 
Jike in the 1954 code, when we passed that, of course, it was highly 
complicated, it was 8,000 pages at that time, and it involved about, 
something like 5,000 different amendments. 

And there was nobody on that committee—and I am not making a 
confession, I do not think, everybody appreciates it, anyway—that 
nobody on the committee, even such able men as Senator George and 
Senator Flanders, understood everything that was in that bill. 

But by the time the Internal Revenue Department got through 
writing out regulations trying to further explain what we had started 
out to do, even we did not understand it. 

So we run into all kinds of complications on these matters, and the 
Internal Revenue Department, these bureaucrats which we like to 
abuse, and I think justifiably so in many instances, they redo the work 
which we have done in such fashion that frequently they do not express 
the intentions of the Senators or the Congressmen at all. 

So it is a continuing fight, and not an easy one. 

Senator Sarronstauu. Mr. Fletcher, have you anything else? 

Mr. Fietcuer. Weare on the receiving end. 

Senator SaLrronsTaLu. You are what I might call an oldtimer. You 
have testified on these matters before, and we appreciate your points 
of view, because they are practical and sound. 

Have you anything more you would like to add ? 

Mr. Fiercuer. Yes. I would like to say a word about the position 
that the small fellow finds himself in, in dealing with the complexity 
of the law, as to which we have just heard the men who make the law 
have difficulty in understanding it, the whole of it, because it is a big 
book, and there is a lot of technical matter in it. 

And what hope has the small fellow, what hope at all? He is faced 
with these rulings and regulations which to him do not make sense 
after reading the law, and he proceeds according to law, and then he 
gets hung on some ruling. 

The ruling may be completely contrary to several court decisions. 
He cannot even depend on court decisions. And, well, in my own per- 
sonal case, I know my tax returns for 1951 are not audited yet, they 
are only 6 years old, and I believe they are in the process of being 
audited, but there are arguments involved which will go on several 
years more, and they are going to end up in court, probably. 

I finally got 1941 settled by 1950 or 1951, had to go to court to do it, 
and I know plenty of people who would have more sense than to go to 
court, but I am stubborn and I would rather fight for what I think is 
right than forget it. 

Senator Sartonstau. I think that is a problem which we who are 
Members of Congress are very cognizant of, and I know the Committee 
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on Finance and I think every Member of the Senate has a feeling that 
we ought to try to simplify that, and I think an effort, a constant 
effort, is being made to simplify it, although I agree it is extremely 
difficult to do. 

Mr. Fiercuer. There is one other question there, and that has to 
do with the burden of proof being thrown on the taxpayer most of the 
time. Generally speaking, a person who makes a claim has to prove 
his claim. And here we have a situation where the taxpayer is forced 
to prove that he is right all the time; and he just does not even try, he 
gives up. 

Senator Smatuers. I would not want you to feel too lonely in this, 
Mr. Fletcher. I can assure you that I have personal knowledge of a 
couple of Senators who are on the Finance Committee who them- 
selves are up for audit every year, and it is a constant battle. They 
fear nobody, and—— 

Mr. Fiercuer. I would be surprised if there was not an audit. 

Senator SMaruers (continuing). And they are definitely small- 
business men themselves. 

Mr. Fiercuer. I think my company has been audited ever since I 
have been connected with it, every year. We would be surprised if 
we were not. And I do know that many of my competitors have 
never been audited, and I cannot help but feel that these audits put 
me to substantial expense. 

Senator Satronstauu. No question about it. 

Mr. Fiercuer. Competitively, it is not a fair deal. I do not care 
whether they audit me or not, but I do not think that I should be 
subjected to treatment different from that of competitors of con- 
siderable stature. 

Senator SauronsTaLL. There, Mr. Chairman, you run up against 
the problem that as members of the Appropriations Committee, I 
know, we can appropriate funds for just so many revenue collectors 
and revenue inspectors, and every revenue inspector can do just so 
much work, and therefore they have got to spot check. 

Mr. Fiercuer. It certainly does tend to keep you honest, anyway, 
when you know you are going to be audited. 

Senator Satronsratu. Mr. Fletcher, we appreciate very much your 
comments and your very down-to-earth statements regarding the 
situation. 

Senator Smaruers. All you want is that all your competitors stay 
honest, too. 

Mr. Fiercumr. No. I know they are, too. But I hate to have to 
spend money to prove that I am, and let them pocket it. 

Senator Smaruers. If we had some way we could dip the brain of 
each internal revenue inspector in some antiseptic each year, start 
them off afresh, that would be great. But we cannot do it. But we 
have got the human factor there, and it is like any enforcement 
agency; in time they get the viewpoint, it is unfortunate but they 
do, that everybody else is guilty but them. 

Mr. Fiercuer. I cannot help but have the feeling that at least 
some of the agents get pushed around by the big fellows to the extent 
that they take a sort of sadistic pleasure in retaliating on the little 
fellows. [Laughter.] 

Senator Satronsraty. Mr. Chairman. 
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I do not think, looking at you, Mr. Fletcher, they retaliate too 
advisedly. 

Mr. Fiercuer. That would be just human nature. 

Senator Satronstaty. Thank you ever so much. 

Mr. Erickson. Mr. Fletcher, would you mind, for the record, tell- 
ing us what your business is, sir? 

r. Fitercuer. I am in the stone business, dimension stone, quarry- 
ing and fabricating of dimension stone for buildings and construc- 
tion, street work. 

Senator SarronsTauu. It is an old New England concern. 

Mr. Fiercuer. Getting older all the time. 

Senator Sauronstati. Thank you very much. 

Senator Smaruers. Thank you, Mr. Fletcher. 

Senator Sarronstatu. Mr. Walter C. Wilson, Jr., of the E. A. Wil- 
son Co., of Lowell, Mass. Is he here? 

Mr. Witson. Yes, sir. 


STATEMENT OF WALTER C. WILSON, JR., EXECUTIVE VICE 
PRESIDENT, E. A. WILSON CO., LOWELL, MASS. 


Senator Sattronstauu. Mr. Wilson, would you like to put your state- 
ment in the record and then summarize it ? 

Mr. Wuson. If I may, sir, may I read my statement? I tried to 
keep it under the 10-minute rule. 

Senator Sarronsratu. All right, sir. 

Mr. Witson. My name is Walter C. Wilson, Jr. Iam executive vice 
president of the E. A. Wilson Co., a Massachusetts corporation having 
its main business operation centered in Lowell, Mass. 

I have been requested, and deem it a privilege, to state my views on 
the subject of Federal tax impact on small business. 

Question 1. Does the Federal tax structure have a different effect 
on small business from that on other segments of the economy ? 

My answer is emphatically “Yes” for the following reasons: 

First, that there is a recognized need for tax relief for small busi- 
ness is attested to by the reports and recommendations of every group 
which has been charged with investigating the position and welfare 
of small business in our economy. 

In every study that I have seen one point of agreement is reached: 

The enormous increase in the burden of Federal taxation has been especially 
severe on small business. 

This was also the considered opinion of the Cabinet Committee on 
Smal!l Business in its progress report to President Eisenhower in Au- 
gust 1956. 

Even critics who deplore small-business efforts to gain preferential 
treatment from Washington, and feel that the anguished cries for help 
on various problems are in total an organized exaggeration, do point 
out that the tax bite as it stands today is deep enough to be crippling 
to small business. 

Mr. Paul Donham, an associate professor of business administration 
at Harvard Business School, in an article for the Harvard Business 
Review in April of this year, states that he is unimpressed by much 
of the pessimism expressed whenever small-business problems, present 
and future, are discussed. 
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However, he does state that normal growing companies must place 
prime reliance on retained earnings, and if this source is to be utilized, 
it is essential that changes be made in the Federal corporate tax struc- 
ture. 

In substance, then, it seems to be very generally acknowledged that 
companies of smaller size who are not in position to use the public 
market for funds to finance normal growth, and must look to their own 
retained earnings for this vital function, experience a different effect 
from Federal taxation burdens than do other segments of the economy. 

Second, statistical data indicate that the larger the asset size of a 
corporation, the larger the return, percentagewise, after taxes on the 
stockholder’s investment. If this be so, it would seem to establish the 
fact that large corporations are more able to cope with tax incidence 
than are small companies. 

Mr. Robert Tyson, chairman of the finance committee of the United 
States Steel Corp., in his statement before the Senate Subcommittee 
on Antitrust and Monopoly, refers to the Federal corporate income 
tax as one of United States Steel’s costs of doing business; and as a 
cost, it is compensated for in the formulation of their pricing policy. 

In this sense, larger corporations, dominant in their fields, are bet- 
ter able to shift their tax incidence by treating it as a cost; whereas 
small businesses, by comparison, must view their tax burden as 
profit-sharing. 

Third, other factors which in a general sense are more beneficial to 
large business than to small are: 

(a) Accelerated depreciation and its limitation to new equipment. 
Small business must many times purchase used equipment rather than 
new, due to its more limited financing sources. 

(b) Depreciation deficiency caused by inflation is no respecter of 
business size, but the relatively meager retained earnings of small 
business are further depleted. 

(c) The 85-percent dividend credit allowable to corporations is, in 
the aggregate, of greater benefit to large businesses with greater cash 
reserves which can be used for ac quiring stock ownership in other 
corporations. 

(7) Depletion is not confined to the big business segment, but as a 
general statement I would venture it has meant more to large corpora- 
tions than to small, particularly in the areas where deductions from 
taxable income are based on a specific percentage of the sales rather 
than on the invested capital. The greater the sales in this case, the 
greater the tax deduction. 

These and other factors which have been superimposed on our basic 
tax structure have, in general, more application for big corporations, 
and hence serve to lessen their tax impact. 

I have no desire to be considered anti-big business. I am sympa- 
thetic to many of their problems and fully appreciate the value of 
their existence in the economy. I realize that the logic behind many 
of the factors which serve to help them is valid; but with relation 
to tax impact, I think it is clearly seen that large corporations are not 
et in ‘growth and development to anywhere near the degree 
that smaller corporations are. 

Question 2. Is tax relief necessary ? 

Tax relief for small business is necessary, not only because of the 
severe drain on retained earnings, but for equity reasons alone. 
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In time of war or threat to national security, emergency tax mea- 
sures are warranted, and the question of equitable incidence, while 
important, is not a paramount issue because theoretically the emerg- 
ency burden is supposed to be a short-term measure. 

But if the added burden perpetuates and tends to become long term, 
as present and future Federal spending and obligation indicate, then 
corrective measures should be taken to restore justice to the tax 
structure. 

The theory of our present two-step corporate system is to tax at 
a lower rate those corporations which are small and must depend 
primarily on retained earnings for survival and growth. 

But the present $25,000 surtax point is so unrealistically low that 
it falls far short of its ordained purpose. I suggest that it is the cor- 
porations in the category of $75,000 to $150,000 net earnings before 
taxes which are experiencing the greatest difficulty with tax impact. 

Certainly these are the established firms with appreciable invest- 
ment which more generally speaking represent the dynamic area of 
small business, the area where further expansion and development 
should logically occur. But what is happening to these firms ? 

The natural American drive for growth, inborn in small business, 
is now being expressed in mergers and consolidations because internal 
financing by the individual firm is becoming increasingly difficult. 
The tax impact is effectively impeding individual progress by its 
assault on small-business liquidity. 

To support this contention, I submit a 10-year comparison chart 
of our own company, which I believe to be indicative of the financing 
problem small business faces in its efforts to support growth from 
retained earnings. 

(The chart referred to follows :) 


Exursir 19 (A) 


TABLE I 


[Liquidity ratio equals current assets divided by current liabilities] 





























1947 1948 1949 1950 1951 
ised. a os beth shtveincenalceseedin 1.91 2. 35 3. 05 2.47 2. 55 
Effective tax rate on income, Federal and State___-_- 43.75 42 42.75 48 54.5 
I Sos Ssh ie autpn ese $21,600 | $33, 200 | $38, 600 $44,700 | $46, 300 
| 1952 | 1953 1954 | 1955 | 1956 
Liquidity ratio........_....._.-__.- Bast ao | 268) 2.96 2.75| 1.96 1.92 
Effective tax rate on income, Federal and State-_._-- 48 | 49 47 52 52 
SL CS: | $44,100 | $47,900 | $63,814 $74, 305 $88, 774 
| | 





Mr. Wuson. In this table, current assets include cash, accounts 
receivable, inventory, and marketable securities, if any. Current 
liabilities include accounts payable, accrued wages, accrued taxes, 
and short-term business loans, if any. 

The ratio of current assets to current liabilities is referred to as 
liquidity. 

The chief value of this table lies in its consistency, because through- 
out this entire period there were no alternative methods used in 
financing operations or growth. It serves as a concise picture of a 
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small corporation depending upon retained earnings for replacement 
and modest expansion, and eS so doing imperiling its liquid position. 

Academically, this table would indicate that as this small business 
continued to function, with prime reliance on internal financing, its 
liquidity would lessen and the result would be insolvency. 

It is noteworthy that even with the feature of accelerated deprecia- 
tion allowable in 1954, 1955, and 1956, liquidity has declined; and 
without accelerated depreciation, the ratio would have been even worse. 

The only conclusion that can be logically reached is that, as a result 
of the impact of Federal taxation, retained earnings are insufficient 
to maintain a healthy small business segment in the economy. 


SUGGESTIONS 


This committee, through its hearings and inquiries, is familiar with 
all the varied troubles, real or imaginary, that beset small business. 
Attempts to solve one or more of these problems by special legislation 
will only lead to louder cries for preferential treatment for others. 

All of these problems are symptomatic of the crushing tax impact 
on small business, and the one single area for concentration to prop- 
erly provide relief without further complicating our tax structure is 
the broadening of the normal tax base. 

It has been suggested that growing companies should receive some 
sort of tax credit based on either reinvested earnings or net gain in 
increase of depreciable assets. This has merit only in that it helps 
small business to expand. 

But, possibly unwise expansion also might be encouraged. I fail 
to see why all taxpayers should in effect help foot the bill for someone 
else’s company to expand, particularly if the growth is unwarranted. 

Furthermore, expansion should not be undertaken for tax considera- 
tions alone. 

I am in favor of a graduated corporate income tax. The logic be- 
hind the graduated personal income tax is just as valid in the cor- 
porate field and would at least be more equitable. Ability to pay is 
the generally accepted tax theory. 

Where does this theory have more justifiable and practical applica- 
tion than here? What fairer yardstick is there than corporate earn- 
ings to properly measure the big and the small in the business world ? 

Enactment of a graduated tax program should be the long-range 
goal; but in order to provide needed relief quickly, I suggest that the 
present step point be moved up from $25,000 to $100,000, with only 
minor compensatory changes, if any, in the present rates, because it 
is at this approximate point and below, in the corporate income scale, 
that the vast number of small businesses fall. 

At this net earning point and above, we find the number of corpora- 
tions radically drops, and yet the earnings of these fewer large firms 
make up approximately 85 percent of the entire reported corporate 
net income. 

To substantiate this view, I refer to a table which appeared in the 
Congressional Record, showing corporation income, number of tax 
returns, and division by income classification of all corporations re- 
porting in 1952. 








410 TAX PROBLEMS OF SMALL BUSINESS 


(The table referred to follows :) 


ExHrsir 19 (8) 


TABLE II.—Corporation income-tagw returns for 1952—Returns with net income 


Net income classes (thousands) | Number | Percent 


Net income | Percent Income tax 
of returns | of total 


(thousands) | of total | (thousands) 


j 
oa sc ad 207, 201 | a $340, 250 








0.8 | $85, 457 

$5 to $10 tchevOecn Sin Seb ks ata a wal 61, 780 | 14.0 447, 571 | 1.1 119, 909 
EE ili st. dc iibialg sine $i2eanicvek satel 37, 136 | 8.4 458, 022 | 1.1 | 126, 748 
RE Se eae. oss cacao 27, 752 6.3 483, 872 1.2 | 137, 321 
SS SE | 26, 357 6.0 | 594, 566 | 1.5 171, 104 
Seen... = Sere Rate 33, 470 7.5| 1,162,855 | 2.9 388, 666 
$50 to $100__._.-_.__-- 1a et 20, 623 | 4.7 1, 443, 968 | 3.6 | 582, 342 
Re ee 15, 064 | 3.4 2, 335, 476 5.8 | 1, 043, 674 
$250 to $500 ee eee ee 5, 968 | 1.3 2, 080, 026 5.1 | 961, 861 
$500 to $1,000....._- lass aren 3, 243 | .7| 2,260, 864 5.6 | 1, 052, 863 
$1,000 to $5, a a nan inci Se | 3, 020 | -7 6, 351, 075 | 15.7 | 2, 933, 348 
$5,000 to $10,000 Peed nia nahh se oidnaaiie masa 455 1 3, 129, 000 a7 4% 1, 453, 751 
I io ar) 508 | 1 19, 344, 152 | 47. 9 | 8, 539, 788 
RES TS RS Se | 442,577/ 100.0 | 40,431,697 | 100.0 | 17,596,832 


| { 


' 


Mr. Wuson. Examination of this table shows that should the nor- 
mal tax base be expanded to $100,000, resulting revenue loss might ap- 
proach $650 million. This is no drastic loss. An overall corporate 
rate reduction would surely cost more, and would do nothing to cor- 
rect the present inequity to small business inherent in our existing 
system. 

Elemental justice demands revision. Smaller businessmen should 
militantly urge and support legislation which seeks to rectify the dis- 
proportionate impact of Federal taxation, which serves to keep small 
business small. 

I respectfully thank you for the privilege of stating my views on 
this subject. 

Senator SatronstaLn. Thank you very much, Mr. Wilson, for a 
very thoughtful statement. 

Have you any questions, Senator Smathers ? 

Senator Smatuers. No. I think it isa good statement. 

Senator SatTonstTaLu. Thank you, sir. 

The next witness is Mr. Henry J. Griswold, CPA, of Boston. 

Is Mr. Griswold here ? 


STATEMENT OF HENRY J. GRISWOLD, CERTIFIED PUBLIC AC- 
COUNTANT, ATTORNEY AT LAW, AND A DIRECTOR OF THE 
SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, BOSTON 
MASS. 


Mr. Griswoxp. It is nice to see you again, Senator. 

Senator SattronsTatL. You have a brief statement. Would you like 
to read it, Mr. Griswold ? 

Mr. GriswotD. Well, I do not think there is any need of my read- 
ing the statement to you, Senator. You and Senator Smathers have 

already had an opportunity to look it over, and I would just like to 

drive home a few of the points I expressed in the paper. 

Senator Satronstay. All right. 

Mr. Grisworp. I have listened to your witnesses, and I agree with 
nearly everything they say, except I am one of the few persons who 
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appear here today to tell you gentlemen that, in my opinion as a 
practicing CPA and attorney, my y firm sort of specializes i in small busi- 
ness, that [am very much against the graduated income tax. 

The reason I am against it can be illustrated, perhaps, quite simply. 

That is to say that as far as the graduated income tax in relation- 
ship to an individual goes, if I made, for example, $8,000 a year, I 
would naturally assume that my next-door neighbor, who makes 
$16,000 a year, would probably pay twice as much tax as I do. 

As you and I understand, this is not true at all. When we get into 
a graduated income tax, and if we apply it instead of the stepped- -up 

rate we now have on corporation incomes, we would be, well, we would 
be destroying the incentive such as it now is with the present tax 
structure, and would be doing what we did during the old days of 
the excess profits taxes when we went up to 80 percent and 91 percent, 
creating waste and drying up venture capital. 

But Gas ‘+k more particularly to my subject and my opinion as to the 
adverse impact of the present Federal tax structure on small business, 
in my opinion 

Senator Smarnuers. Let me ask you an opinion before you leave 
that. 

Mr. Grisworp. Yes, Senator. 

Senator SmarueErs. You say you are opposed to the graduated tax 
on corporations similar to that which is now applicable to individuals, 
for the reason that it would destroy venture capital. Is that what you 
said ¢ 

Mr. Griswotp. Yes, I did, Senator. By that I mean to imply this: 
that if a corporation is successful, and the taxes imposed against it 
are graduated, the more successful your venture is, the less return 
you will have on your equity invested capital. 

Senator Smatuers. Well, that being true, does not that same phil- 
osophy and same conclusion follow with respect to an individual? 

Mr. Grisworp. It absolutely does, sir. I am very much against a 
graduated personal income tax because of the same thing, that it 
destroys initiative. I think that the graduated income tax has not 
produced the revenue that some people feel. I think it was a measure 
designed to soak the rich. 

Senator Smaruers. You believe, then, that the answer would be, 
rather than to put a graduated tax on corporations, to eliminate the 
graduated tax on individuals? 

Mr. Grisworp. No, sir, I did not say that, and I did not mean to 
infer that. 

Senator Smaruers. I am trying to get the logic of what you are 
saying. If it is applicable to one, why is the same principle not 
applicable to all ? 

Mr. Griswoxp. I agree with you that if the graduated income tax 
were determined by the C ongress to be fair in relationship to individ- 
uals, well, then, in the same ty pe of thinking it would be fair against 
corporations. 

But I say the opposite. I say that the graduated income tax as ap- 
plied to individuals has a more adverse effect, sir, as it applies to, for 
example, salaries of the individuals who are members of corporations, 
in that it does, in my opinion, destroy incentive and it also prevents 
the ready sources of income into small ventures. 
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Senator Smatuers. So, then, you would be for the repeal of the 
graduated income tax with respect to individuals? 

Mr. Grisworp. I would, sir. 

Senator Smatuers. Where are we going to get our revenue, then? 
How are we going to get the revenue to run the Government, assum- 
ing that the appropriations which Senator Saltonstall’s committee 
makes—and I am not assuming, but I know—that most of them are 
essential in this time of high military expense and commitments which 
we have? 

Mr. Griswotp. Well, based on the figures that I have seen quoted, 
the latest ones I just heard from the Commissioner of Internal Reve- 
nue in a speech he made just recently, and in which this Department, 
the Treasury Department, has indicated that the amount of money 
which is raised through the individual Federal income tax, that is, 
the Federal income tax imposed upon individuals, does not produce a 
significant percentage of total revenues when you break it down 
against the various classes of income. 

I am sorry that I did not think that you would ask me anything 
about individuals, but I will be glad to give to Mr. Stults 

Senator Smatuers. I just raise it. I am just curious as it comes up. 

Then you do not subscribe to the theory that taxes should be levied on 
the basis of ability to pay ? 

Mr. Griswotp. That is correct. I do not, sir. I am talking about 
corporation income taxes particularly. 

Senator SmaTuer. Yes. 

Nor do you subscribe to it with respect to individuals, from what 
you have said. 

Mr. Griswotp. That is correct, sir. 

Senator Smatuers. All right. 

In other words, you are like we would all like to be, you are just 
sort of against taxes. 

Mr. Grisworp. No, that is not true. No. You are putting words 
in my mouth, Senator Smathers, that I did not mean to imply. I am 
not against taxes. 

I said that I was against the graduated income tax as applied to 
corporations, and you have gotten me into a position where I am now 
telling you my personal thoughts that I am also against it as it applies 
to individuals. 

Perhaps I should restrict it and say I am against it as it applies to 
the income derived by employees of businesses in that it destroys, in 
my opinion, the incentives to be derived from the income paid; and 
as proof that the Congress is also against it, I point out to you that 
such fringe benefits as deferred stock bonus plans, pension plans, 
profit-sharing plans, are all legal under the Internal Revenue Code of 
1954 and 1939, so that the Congress has recognized that there is a point 
where the graduated income tax as applied to individuals does destroy 
incentive, and they are saying that in order to lessen the harsh impact 
of the graduated income tax that we will give certain special dispen- 
sations, shall I say—perhaps my word is erroneous—as applied to 
executive compensation and employee compensation of all kinds. 

Senator Smaruers. That is with respect to the graduated income 
tax on individual incomes? 

Mr. Griswoxtp. That is correct, sir. 
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Senator Smaruers. Now I am just once again at this very basic 
thing: Would you say if the Congress is of the opinion that we should 
continue this type of tax with respect to individuals, that it would 
then be logical and fair to apply that same tax principle to corpora- 
tions ? 

Mr. Griswoip. No, I would not say that it would be logical. 

The reason I would say that it is not logical to apply the graduated 
income tax against corporations is because the income, taxable income, 
of individuals is derived from many sources, of which business is only 
one. 

I point out to you that the income from annuities, that the income 
from investments, is noncontrollable by the recipient; whereas busi- 
ness income is in a large measure controllable, at least by the executors. 
That is to say, it has been demonstrated that with a profit-sharing plan 
in existence in a given corporation or a business entity of whatever 
type, that the results from such an incentive plan are apt to result in 
a ree income to that particular company through additional effort 
on the part of the employees, which results in the United States 
Treasury Department receiving a greater income through increase 
in taxes. 

This would not be true in the case of individuals. That is to say, 
I cannot increase my dividend income from, say, Standard Oil of 
New Jersey, that I cannot increase the amount of income I will re- 
ceive from an annuity, that 1 cannot increase the amount of income 
that I would receive from other nonbusiness sources, 

So I say that in the case of income derived from businesses, that 
we would get, maintain, a more maximum increase of profits by not 
applying against business income a graduated income tax. — 

For example, it is common businessman’s knowledge, young men 
that we employ these days, that they would all like to go to work for 
the larger corporations. I state this as being told to me by the various 
professors of Harvard Business School, Amos Tuck School, Wharton, 
and from my own personal examples in my own oflice of hiring young 
men who have told me the same thing. am 

When you ask them why, they say, “Well, the larger corporations 
will put an umbrella over me. They will provide for me.” They say, 
“There is no incentive any more for me to work very hard because if I 
do,” and then they pull out their tax book and say, “Look, the fellow 
who gets $60,000, as a matter of fact, as contrasted with an officer who 
gets $20,000, is going to retain a smaller percentage of his earned 
income.” 

They say, “Therefore, I am interested in security, and such things 
can be derived through, say, profit-sharing plans.” 

Senator Smarners. One question and I will let you go. 

Mr. Griswotp. Yes. ; 

Senator Smatuers. Then why would it not be logical to lower the 
graduated income tax and increase or put on a graduated tax with 
respect to corporations; in other words, have a graduated corporation 
tax, but lower or eliminate, so to speak, the personal graduated income 
tax, so that you then have incentive on the part of individuals to al- 
ways get more for themselves because they would keep more, and 
then you would have an incentive for the corporation to make larger 
payments to these individuals. 7 
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And, after all, it is the individual who finally ends up paying the 
tax, any way you look at it. 

Mr. Griswop. Well, I am sorry to grab the tail instead of the dog 
in this argument or in this discussion, but you say, “After all, it is the 
individual who ends up paying the tax, and not the corporation.” 

Senator SmaruxErs. Well, I misspoke myself a little. 

Mr. Grisworp. If you get ahold of the dog and start wrestling 
with him—— 

Senator Smaruers. If incentive is what we are looking for, and that 
I agree we all believe is what made the country great, and we could 
make speeches on it for hours, if it is incentive, it is not corporate 
incentive necessarily; it is individual incentive which has made the 
country great. 

It is the natural acquisition we all have within us, we are all born 
with it. 

Mr. Griswotp. Yes. 

Senator Smarurrs. Why would it not be better to make it so that 
individuals can acquire more and keep more, and put the graduated 
income tax on the corporation and take it off of the individual? 

Mr. Griswoip. Well, I point out to you that within a corporate 
structure there are two basic needs for revenues. In addition to the 
payment for materials and overhead, you also have the payment of 
employees. 

It would seem to me it would be important that the corporation 
be granted an incentive through the nongraduated income tax, through 
the type of income tax we have now, in order that those responsible 
for the earnings of the corporation will have the incentive within this 
artificial being that we have created, within this corporation, that the 
officers 

Senator Smaruers. Well, salaries are deductible from corporation 
profits, are they not, as a business expense ? 

Mr. Griswotp. Yes, they are, sir. But as long as the taxes are only 
52 percent, the corporation is still retaining 48 percent of it, and your 
bonuses can be larger in relationship to the amount of money retained 
than they would under the graduated income tax, because the second 
place for your corporate profits to go in the larger companies is to 
your shareholders. 

This meeting this afternoon is to discuss smaller business. You 
gentlemen are sophisticated enough to realize that smaller businesses 
very rarely pay dividends because of the double tax on dividends 

But then again we get into the problem of semantics as to what a 
smaller businessis. But if we are talking— 

Senator Smarnuers. You say your clients are primarily small-busi- 
ness men. 

Mr. Griswoip. Yes, they are, Senator. And by “small business,” we 
define it in our office as those with taxable income before taxes of about 
$100,000. Wedo not go by number of employees, sir. 

Senator Smarnuers. You do have some accounts, though, that are 
larger business ? 

Mr. Grrswoip. Thank the Lord I do, sir. 

Senator Saariers. I do not have any further questions. 

Senator Sarronsratt. Well, [thank you very much. 

Mr. Griswotp. Thank vou, Senator. 
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(Mr. Griswold’s prepared statement follows :) 


PREPARED STATEMENT OF HENRY J. GRISWOLD, CERTIFIED PUBLIC ACCOUNTANT, 
ATTORNEY AT LAW AND A DIRECTOR OF THE SMALL BUSINESS ASSOCIATION OF 
NEw ENGLAND, Boston, MAss., SEPTEMBER 30, 1957 


Gentlemen, thank you for giving me an opportunity to present to you my 
opinion on the impact of Federal taxes on small business. 

By profession I am a certified public accountant and an attorney at law. In 
business I am a partner in a New England firm of independent certified public 
accountants. My firm provides accounting and tax services to a great number 
of small businesses located in this area. The viewpoint and opinion which I 
express on the matter of hearing today is that obtained as an expert on the 
financial and tax problems of small business based on the personal ‘observation 
and experience of my partners and myself. 

Many of my clients in this area also know the testimony I will give today and 
agree with my beliefs. 

I am also a director of the Small Business Association of New England be- 
fore whose members Senator Smathers will speak this evening. I believe that 
the great majority of my fellow directors agree with my viewpoint. 

Today the most pressing economic problem which the Congress will face in 
January 1958 is that of inflation. This week President Eisenhower reaffirmed 
his intention of trying to halt the upward spiral of prices by supporting the 
Federal Reserve Board's deflationary policy of restricting the amount of credit 
available to consumers and business. 

In my opinion the current rate of the normal corporation income tax of 30 
percent on all earnings and the rate of the Federal surtax on all corporate in- 
come in excess of $25,000, even without consideration of inflation and the ad- 
ministration’s announced policy of supporting the restriction of available credit 
is an intolerable burden on small business. 

The combination of the heavy 52 percent Federal income tax burden and 
credit restrictions will in my opinion result in a tremendous increase in business 
failures among smail concerns; it serves as a deierrent of new small business 
ventures ; and it has increased the number of mergers and consolidations. 

I know from personal daily observation that the most serious problem today 
facing all of my smaller clients, those with before tax earnings of $100,000, 
is how they can increase both their working capital and their fixed capital. 
Their need for increased working and fixed capital is accentuated today by the 
results of inflation and current credit restrictions. Inflation has resulted in a 
longer period of collection of receivables and a dollar increase in required 
amounts of receivables and inventories. Because the before taxes rate of earn- 
ings of small business is very low in relationship to large business, the small 
business must be allowed to retain more of their profits to survive. 

Normally bank loans are used to finance seasonal peaks in receivables and 
inventories ; such credit is today difficult to obtain. 

The amount of earnings retained after payment of taxes is historically the 
primary and today in many instances the only source of financing not only 
new machinery and other fixed assets but also the increased working capital 
needed for larger receivables and increased costs of inventory requirements. 

I believe that the Congress since the end of the Korean conflict has been 
mistaken in taking from small business almost one-third of all profits below 
$25,000 and over 50 percent of all business profits over $25,000. 

In my opinion if small business is to be fostered in this country the Congress 
should: (1) Reduce the present normal tax; (2) increase the surtax exemption. 

If the Congress wishes to allow small business to compete and to survive, 
business must be allowed to retain a much higher percent of their earnings up 
to $100,000. 

In my opinion there are four other major defects in the present Internal Reve- 
nue Code which have an unduly harsh impact on small business: 

(1) The $60,000 exemption from section 531 surtax is too low. 

(2) Accelerated depreciation cannot be taken on used fixed assets 

(3) The payment due dates of income taxes are too close together. 

(4) The requirement of payment within 18 months of estate taxes im- 
posed on the value of capital stock of closely held corporations owned by a 
decedent causes mergers or other sellouts to larger corporations. 

Small business is not vociferous; I believe it is mistaken in not bringing its 
needs and problems before the Congress. Such organizations as the Small Busi- 
ness Association of New England are trying to emphasize the importance of 
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small business in preserving and strengthening our competitive economic system. 
Therefore, small business is thankful for the opportunity of being heard by you 
Members of the Senate through myself and the other gentlemen who have and 
will testify. 

I emphasize the seriousness of the need for tax relief for small business and 
thank you for the opportunity of being heard by you gentlemen, Members of the 
United States Senate. 

Senator Satronsratt. The next witness is Mr. Leonard F. Kiley, 
plumbing contractor, Salem, Mass. 

Is Mr. Kiley here? 

Mr. Kiley, do you wish to summarize your statement, or do you wish 
to read it? 


STATEMENT OF LEONARD F. KILEY, PLUMBING CONTRACTOR, 
SALEM, MASS. 


Mr. Kirey. I think it would be better if I read it. 

Senator SatronstaLu. All right. 

Mr. Kirey. My name is Leonard F. Kiley. I operate a plumbing 
contracting business at 410 Jefferson Avenue in Salem, Mass., a suburb 
of Boston. 

My business is limited to maintenance and repair work entirely in 
and about Salem, mostly on residences and small commercial establish- 
ments. I have a permanent staff of 4 people, 2 of whom are salaried, 
while 2 are paid on an hourly wage basis. I also do considerable 

lumbing work myself, and my wife and I handle the books and the 
office end of things. 

Mine is a family business, which is typical of most plumbing con- 
tracting businesses throughout the country. My gross amount of 
business annually is about $75,000. It is smaller than that of the 
average plumbing contractor in the United States, who does an annual 
gross business between $180,000 and $200,000, and employs between 8 
and 11 persons. However, my business is quite representative of the 
typical plumbing contractor in New England. 

As a part of my plumbing business, I devote some of my time to our 
trade association, the National Association of Plumbing Contractors. 
NAPC has about 10,000 members who do about 80 percent of the total 
volume of plumbing contracting in the United States. 

Government estimates indicate there are about 80,000 plumbing 
contractors in the country doing a gross business of $2 billion annually. 
The vast majority of these contractors are small shops, employing only 
lor 2 men. 

More equitable tax treatment for them and for other self-employed 
persons, similarly situated, would reflect a great return to the Nation’s 
economy. 

There are, as a matter of fact, very few plumbing contractors who 
would be called big business. NAPC tells me that less than a dozen 
plumbing contractors employ 500 persons or more, and their opera- 
tions are apparently highly seasonal in nature, so that few, if any, 
companies have 500 employees on their payrolls all year long. - 

Our association has 46 State associations and about 390 local affili- 
ated groups. I have been a director of the National Association of 
Plumbing Contractors representing my region, and at the present 
time I'am chairman of the NAPC public relations committee. 
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While I am speaking for myself, it is my belief that the points I 
wish to make will hold true for substantially all of the 10,000 con- 
tractors in our association, as well as for all other self-employed 
small-business men. 

As a self-employed businessman, one of my principal concerns is 
how to provide a retirement income when I am no longer able to 
operate my business. I know that this is also the principal concern 
of many others who are engaged in businesses as self-employed per- 
sons rather than as employees. 

Those employed by others can often join in pension or retirement 
plans. In these cases, as I understand it, an employer, whether an 
individual, corporation, or partnership, can provide important re- 
tirement benefits for his employees at little cost to himself and often 
without any cost whatsoever to the employee. 

In other words, the employer is permitted, for tax purposes, to de- 
duct the premiums or sums paid for providing these employee benefits, 
and the employee is not required to include such amounts in his taxable 
income. 

In the case of a self-employed person, no such tax benefit is avail- 
able. If the self-employed individual is to provide for his ultimate 
retirement, he must make such provisions out of income remaining 
to him after payment of Federal income taxes. 

In many cases, the small-business man operates on a rather narrow 
margin and is simply unable, after payment of all expenses and in- 
come taxes on net earnings, to provide the necessary retirement funds. 

Further, in many instances an incentive is needed; the allowance of 
a limited tax deduction for funds to provide for retirement would 
provide such incentive and I, as a layman, feel that there is great 
merit in the Jenkins-Keogh proposals contained in H. R. 9 and H. R. 
10 which were introduced in the House of Representatives on January 
3, 1957. 

I am not contending that any taxpayer should be entirely free from 
tax with respect to amounts set aside for retirement benefits. While 
IT am not familiar with the technical aspects of the income-tax law, 
I have been advised that the law as it now stands provides for taxing 
pensions when they are ultimately received by employees who qualify 
under certain approved pension or retirement plans. 

I believe similar provision should be made for self-employed in- 
dividuals. Deferment of taxation on amounts paid into approved 
retirement funds would have the effects I have mentioned and would 
also help level off, to some extent, the income of a self-employed tax- 
payer over his lifetime. 

I should like to devote what little time I have remaining to other 
inequities or problems that exist for the small, self-employed busi- 
nessman. 

For example, a man who works for someone else may be provided 
with certain fringe benefits at no cost to himself. I bike in mind 
here sickness, accident, and similar benefits. The cost of providing 
these is deductible by the employer on his tax returns, but need not 
be included in the employee’s declaration of income. 

A self-employed individual is not treated equally in this respect. 
He must pay the cost of such protection for himself and his family 


out of earnings remaining after income taxes have been paid. 


97385—57—pt. 1——-28 
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Another inequity, it seems to me, is the requirement that each em- 
ployer pay the full Federal Insurance Contributions Act taxes on 
part-time employees, even though similar contributions by other 
employers result in an excessive employer contribution. 

lf an employee overpays his share of the Federal Insurance Contr! 
butions Act tax, the excess is refunded to him. It seems to me that 
it would be equitable to permit a prorating of the employer’s contri- 
bution between various employers on behaJf of any specific employee 
who, in the aggregate, earns more than the amount upon which he, 
as an employee, is required to make a contribution. 

While this problem, standing alone, may seem small, T am certain 
that it results in substantial excess amounts being paid by various 
employers over the Nation. 

Another problem with which I am concerned, as is every small- 
business man, is the increased requirements as time goes on for de- 
tailed reports and recordkeeping by both the Federal and State 
Governments. 

For instance, as matters now stand, an individual employer must 
not only prepare and file his own income-tax return; he must also 
prepare and file reports under the Federal Insurance Contributions 
Act, maintain records regarding social security and income taxes 
withheld, and file returns for unemployment purposes with both the 
Federal and State Governments. 

Recently, he has even been called upon to furnish rather detailed 
information in certain instances to the Department of Commerce, the 
Bureau of the Census, and to the Labor Department. 

Unless the volume of business justifies having a bookkeeper, all of 
this work must be done by the owner of the shop. This cuts down on 
his productive time and sometimes discourages him from hiring 1 or 
2 additional employees. 

Further, in this respect, I might say that the keeping of detailed 
records with regard to each small expenditure, in order that income- 
tax returns may be completely accurate, is indeed a burden on the 
small-business man. In many instances, small out-of-pocket disburse- 
ments are made daily, and the small-business man who operates as I 
do just does not have the time or opportunity to record them in detai! 
and to prepare memorandums or notes to support a claim for deduction. 
Thus, in many cases the deductions which might have resulted from 
such disbursements are entirely lost. 

All individuals may now elect to take a standard deduction in lieu 
of certain listed deductions without having to itemize or prove the 
expenditures at all. It seems to me that some sort of similar stand 
ard deduction for what might be called petty-cash expenditures by 
self-employed businessmen might be desirable. These businessmen 
could either elect to use the standard deduction or to itemize their 
miscellaneous expenditures in detail and deduct the total. 

One final thought on which I should like to comment concerns a 
problem which has not yet confronted me but which does give me 
concern for the future. 

As I understand the estate-tax provisions, a decedent’s estate may 
be called upon to pay a substantial tax within some months after the 
death of the decedent if the estate is of sufficient size to make it 
taxable. 
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It seems to me that, in many cases, this could cause great lardship 
to the beneficiaries, santionlaate? where an estate’s principal asset is 
a going business left to the decedent’s family. 

"The business itself m: iy have considerable value, but the enforced 

sale, particularly of part of the business, to pay the inheritance tax 

would probably bring in only a fraction of the true value and might 
prevent continuation of the concern. Very considerable hardship 
could result to the widow and children. 

In my view, a tax lev ied merely because a citizen dies is not justified 
at all, unless the succession is to someone other than the immediate 
family. ‘The tax just seems to add insult to injury. 

However, if such a tax must be assessed and collected, it would 
seem only reasonable that a considerable period of time should be 
allowed within which payment can be made, especially in the kind 
of situation I just outlined. 

I thank you, gentlemen. 

Senator Savronstauy. Thank you very much, Mr, Kiley. You are 
truly a small-business man. 

Mr. Kinry. That is right. 

Senator SartonstraLn. And you have been very clear. 

There have been several statements submitted, and I am told by 
the director of the staff of the committee that in view of the time 
and of experience in other parts of the country where hearings have 
been held, that we will put these statements in the record, and if any 
of these gentlemen are here and wish to talk just 1, 2, or 3 minutes, 
because we must close at 4, we will be glad to have them make any 
brief verbal additions to their statements they may desire. 

The first one is ae John Griffin, treasurer of Joseph P. Manning 


Co., of Boston. Is Mr. Griffin here? These will all be put in the 
record. 
(Mr. Griffin’s prepared statement follows :) 


STATEMENT OF JOHN GRIFFIN, TREASURER, JOSEPH P. MANNING Co., Boston, Mass. 


My name is John Griffin and I am the vice preside nt and treasurer of the 
Joseph P. Manning Co., a wholesale distributor of cigarettes, cigars, tobacco 
products, candy, confectionery and related items within a territory embracing 
the five New England States—Maine, New Hampshire, Vermont, Massachusetts, 
and Rhode Island. My firm services more than 12,000 customers, all of whom 
would come within any commonly accepted definition of small business. My 
firm’s business is so intimately connected with theirs that I feel I may speak, 
in their behalf, as well as my own, in favor of a tax relief program to aid the 
small struggling entrepreneur. 

I say struggling advisedly. Of my customers, I would estimate that 50 per- 
cent of them are what are colloquially known as mama and papa stores, by 
which I mean stores run by a family unit with all members participating during 
2 work day, that is at least 12 hours and, more often than not, even 16 hours 
long. In stores of this type, the family hardly ever eats meals or takes recrea- 
tion together. Somebody must always “mind the store” all day, all night, 6 and 
even 7 days a week. But whatever their status or class, all of our customers 
are engaged, at ruinous odds, in supplying a vast miscellany of goods, products, 
and merchandise through every conceivable retail means on as broad a mer- 
chandising front as possible. 

My job, and the job of my firm, is to keep this intricate and far-flung dis- 
tributive network supplied and functioning. We do this primarily by extending 
eredit and delivering merchandise to customers whose only collateral, in the 
main, is the integrity of their honorable names. Our security for our investment 
is, in most eases, nothing more than our confidence in the future of small business 
within the framework of the American industrial economy. 
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I am, of course, well aware that this confidence may be misplaced. Small 
business is in a state of serious jeopardy. At present, increased costs and 
increased taxation have placed the small-store owner in a situation which 
virtually makes it impossible for him to expand. He is neither adequately 
compensated for his 12 to 16 hours of labor per day, nor is he in a position to 
grow. The present tax laws are a roadblock to his ability to achieve progress. 
Instead, he is obliged to keep up an unremitting struggle from day to day and 
to receive only a very meager return for his time, effort, and investment. 
Statistics of retail business casualties point up the precariousness of this 
struggle. 

Huge aggregations of massively financed competitors, able to buy the market 
research and technical competitive know-how, ominously threaten the livelihood 
of our customers, as they do that of small business everywhere. These large 
competitors are prime borrowers of finance capital out of which they finance 
their enormous mercantile operations. Often they are publicly held stock 
eorporations and acquire through public subscription equity capital which 
enables them to bring their overwhelming size and bulk to bear in competition 
with our customers whose lack of such financial resources renders them easy 
prey for these large aggregates of massed capital. 

Additionally, a considerable number of these corporations are enjoying and 
benefiting from the approved depreciation of assets over a 5-year period. Such 
a tax concession would allow the small-business man to accumulate some funds 
to permit continued expansion and survival. Revitalizing small business by 
the incentive of a 5-year depreciation allowance will create a healthful business 
atmosphere in which American industry can achieve greater productivity, thus 
providing higher real wages and real benefits to all our people. 

I am keenly aware that this committee cannot do much to alleviate the condi- 
tion described, since it is regretably inherent in our private-enterprise system. 
The small man who wishes to compete with a large corporation must knowingly 
take these risks. He is cognizant that his financial structure is not equal to 
that of the giants. 

What your committee can do is to permit him and encourage him in a small 
way to accumulate the needed financial cushion and strength to make such 
competition effective. The small entrepreneurs are entitled to the same 5-year 
depreciation period as that granted to big business. The tax laws, as they are 
now imposed, do not allow the small-business man to retain financial capital 
to enable him to refurbish his surroundings or enlarge his inventory. You, of 
course, realize that without constant reinvestment capital, no business can long 
remain a going concern. 

Accordingly, of all the relief suggested for the aid of the small-business man, 
the most significant, in my opinion, would be one that would permit a deduction 
for additional investment in inventory and assets during the taxable year. 

May I respectfully urge your consideration of such bills as Congressman Curtis’ 
H. R. 5735, in my opinion, is a noteworthy contribution toward the solution of 
the acute problems of small business. 


Senator Sauronsratt. The second one is a statement by Mr. F]- 
bridge H. Rathbone, of the Rathbone Corp., of Palmer, Mass. Is 
Mr. Rathbone here ? 

Mr. Raturone. Yes, sir. 


STATEMENT OF ELBRIDGE H. RATHBONE, PRESIDENT, RATHBONE 
CORP., PALMER, MASS. 


Senator Sauronstatu. Mr. Rathbone, do you wish to add anything, 
very briefly, to your statement ? 

Mr. Ratueone. I do not believe there would be much point in trying 
to condense it. 

Senator Sauronstatu. We have your statement here, and it will go 
in the record. And when the associates and colleagues of Senator 
Smathers and myself read it, they really will not care whether you 
have said it orally or otherwise. 

Mr. Ratusone. Thank you, Senator Saltonstall. 
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(Mr. Rathbone’s prepared statement follows :) 


STATEMENT BY ELBRIDGE H. RATHBONE, RATHBONE CorP., PALMER, MASS. 


Mr. Chairman and members of the Senate Small Business Committee, it is my 
belief that there is a genuine need for tax relief both to corporations and 
individuals and I appreciate the opportunity given to me to appear before your 
committee. 


The need for tax relief by overall rate reduction 


Tax relief can best be accomplished by overall rate reduction in both cor- 
poration and individual income tax rates. I believe that the best means of 
stimulating growth in our economy is by a fair adjustment of tax rates to 
benefit both unincorporated businesses, whether conducted by an individual 
proprietorship or partnership, and corporate enterprises. The expansion of 
business effort which would be encouraged by such relief would result in a corre- 
sponding economic growth and should have no harmful effect upon governmental 
revenues. The only fair means of affording such tax relief would be accom- 
plished through a revision of tax rates benefiting all classes of taxpayers. A 
change in personal exemptions would be of limited benefit and, in my opinion, 
would not accomplish the tax relief that could be given by a reduction in the 
tax rate scale throughout the graduated tax brackets. I would favor legisla- 
tion which could gradually reduce both corporate and individual income tax 
rates over a period of years and which would genuinely help American business. 

I am interested as a small stockholder in a certain corporation in New England. 
This corporation is trying to expand its operations by building up its facilities 
from earnings. For the year 1956 it had a profit before taxes of $172,000. The 
net profit after Federal taxes of $77,500 and State taxes of $14,500 was $80,000. 
The corporation paid dividends of only $2,955, using substantially all of the 
remaining earnings for construction, purchase of fixed assets, and for increases 
in other corporate assets. Additional permanent capital cannot be attracted 
unless a greater portion of its income is available for dividends. Tax relief 
which would enable this old New England company to obtain permanent capital 
and to expend greater amounts to enlarge its capacity, modernize its production 
methods, and to maintain its competitive relationship with other companies 
would undoubtedly result in a substantial increase in both employment and 
annual income of the corporation and thus benefit the governmental revenues. 


The effect of graduated corporate tar rates 

I do not believe that the extension of graduated tax rates to corporation 
income taxes would be beneficial in any way. A gradual reduction in the normal 
tax rate of 2 percent each year until the rate is reduced from the present 30 
percent to 20 percent would certainly be stimulating to all classes of corporations 
and encourage both old and new corporate enterprises to seek substantial in- 
creases in net incomes, with resulting benefit to the entire economy. Graduated 
tax rates, on the contrary, would have a depressing effect and could prove most 
harmful in an adjustment in the general economic situation. 


Payment of estate tax liability by installments 


The requirement under present law that the entire tax assessed upon an estate 
must be paid in full within 15 months after the date of death can have a most 
serious effect on the continuation of a family-type business and may result in 
making it impossible for the enterprise to be carried on successfully by the 
surviving family members. 

As a means of illustration, I give as an example the following situations: 

Assume a net estate of $2,600,000 consisting of family stock valued at $2,500,- 
000 and other assets amounting to $100,000. The Federal estate tax liability 
would be $872,000. If this tax must be paid in one sum by funds provided 
from the corporation, it is apparent that the effect upon the corporation would 
be such that the enterprise could not be continued successfully. Payment of 
the tax in installments over a period of 10 years would permit the corporation 
to be continued successfully by the family survivor interests. 

As another instance, I have in mind the case of an estate owning a family- 
type business, in which only one of the survivor beneficiaries is interested in 
the active management and continuation of the business. In order that the 
business would not have to be dissipated by forced liquidation, to allow the party 
interested in continuing the active management to provide funds from the corpo- 
ration for settlement of the other survivor beneficiaries’ interests, it would 
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probably be possible to accomplish this only by permitting payment of the 
estate tax in installments over a period of 10 years. 

The thoughts that I have expressed are offered as methods of lessening the 
tax impact on individuals and small business. While it is realized that it is not 
possible at this time to grant general tax relief, it is believed that the relief 
which I have proposed would be most helpful. 


Senator Sauronstatt. The third statement is from Mr. Karl H. 
Bissell, of the Hampden Brewing Co., of Willimansett, Mass. He had 
to leave, I know. 

(Mr. Bissell’s prepared statement follows :) 


STATEMENT OF KARL H. BISSELL, BOARD CHAIRMAN, HAMPDEN-HARVARD 
BREWERIES, INC., WILLIMANSETT, MASS. 


Mr. Chairman and members of the committee, my name is Kar] H. Bissell and 
I am board chairman of the Hampden-Harvard Breweries, Inc., Willimansett, 
Mass. I appear here today to acquaint you with the plight of the regional 
and local breweries who are being crushed by an inequitable tax burden which 
favors only the large shipping brewers and is the reason for the trend toward 
monopoly in the brewing business. 

Your committee completed an exhaustive study of the brewing industry over 
a year ago. This report has been commented on in the annual report of your 
committee to the 84th Congress on January 12, 1956. 

Prior to prohibition there were 1,700 prosperous breweries in these United 
States. On January 1, 1957, there were only 214 brewing companies in the 
country. There are a few more breweries as some of these 214 own more than 
1 plant. 

I am taking the liberty of filing a more comprehensive brief on this subject 
and I respectively beg your indulgence and wish that instead of my taking your 
time to read this paper now you would incorporate this as a further part of the 
record. 


To MEMBERS OF THE UNITED STATES CONGRESS AND MEMBERS OF STATE LEGISLA 
TURES: AN URGENT APPEAL FOR HELP FROM THE EMBATTLED SMALI- AND 
MepruM-SizeD BREWING COMPANIES OF AMERICA—-A PROPOSAL To CHANGE 
THE PRESENT TAX SYSTEM PERTAINING TO THE BREWING INDUSTRY 


In the United Strtes, the Federal Government bas long recognized the evils 
of monopolies and cartels. We now have laws specifically created to counter 
these evils and the practices to which they lead. Previous Democratic adminis- 
trations and the present Republican administration have moved and are moving 
to break up existing monopolistic mergers and to prevent planned ones, to 
thwart the building of a few vast companies on the corpses of their smaller 
former competitors. The legislators who passed the appropriate laws and the 
officials enforcing them are motivated by the realization that wholesome com- 
petition is the very lifeblood of a capitalist system of free enterprise operating 
under a democratic form of government. Wholesome competition cannot exist 
without thriving small- and medium-sized businesses—to which, incidentally, 
the United States is so largely indebted for its economic growth. In the indus- 
trial field, the smaller companies do not for one moment deny that big eorpora- 
tions in many cases are useful and indeed indispensable; but the smaller com- 
panies do feel they have at least a right to coexist and, as taxpayers, to request 
that the authorities help them to secure this right. 

However, despite existing laws created to save smaller business enterprises 
from extinction, and despite the often very sincere efforts of officials to make 
them work as intended, the dry fact remains that in many fields a few giants 
continue to grow and set themselves up as monopolies by deliberately assassi- 
nating and eliminating their smaller and financially weaker competitors. They 
do this with cold ruthlessness, apparently confident that they cannot and will 
not be stopped before they have accomplished their objective. 

The picture of the brewing industry in the United States may well serve as an 
outstanding example of this trend. In fact, so flagrant is the situation in this 
industry that the United States Senate Select Committee on Small Business, 
in its 1954 annual report, pointed to it for illustration of what is happening ti 
many small industries across the country. 
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Lengthy and impressive statistics could be cited to dramatize the macabre 
story of the American brewing industry, but the following simple figures may 
suffice : 

In 1934, there operated in the United States 725 breweries. In 1954, 20 years 
later, there remained only 298—427 folded. The picture becomes even more 
grimly significant when one considers that the 298 remaining breweries in 1954 
manufactured much more than double the quantity of beer produced 20 years 
earlier by the 725 companies (the respective figures being 87,678,313 barrels 
in 1934, and 92,500,000 barrels in 1954). During those 20 years the trend was 
uninterruptedly downward and has, of course, not been arrested; there can be 
no doubt that at the end of this year there will again be fewer breweries in 
operation than the 298 covered by the last available statistics. Less than a 
dozen giants in the industry are surely—and not so slowly—killing off the 
smaller, local companies and then serving long distance the markets previously 
held to some extent by these locals. 

The mortality rate among smaller breweries should be of real concern to both 
Federal and State authorities—the more so as the brewing industry, while now 
so acutely affected, is also symptomatic of a trend involving other components 
of our economy. 

Federal authorities must be concerned because the trend toward ever increas- 
ing monopoly of the brewing industry is diametrically opposed to the principles 
of modern American governments, makes mockery of the laws expressly passed 
to counter monopolistic practices, creates hardships for small enterprises and 
their workers alike, deprives the United States Treasury of corporation and 
personal income taxes, and creates unemployment at a time when the absence 
oft war makes it difficult for the jobless to obtain other work. 

The concern of State and municipal authorities is immediately evident. 
Every time a local brewery is forced out of business, these authorities are de- 
prived of a variety of taxes on which they came to depend, feel the paralyzing 
effects of shrinking commerce, and must face up to an often serious unemploy- 
ment problem and its consequences. Moreover, local companies take a direct, 
active and healthy interest in the affairs and problems of their communities and 
and States, which the distant breweries then supplying the market simply do 
not have. Also, it can easily be seen that even today only the existence of the 
remaining small- and medium-sized brewing companies protects the consumer 
from becoming the victim of the whims and the greed of the big corporations in 
the field. If these succeeded in killing off all the local competition it is easy to 
predict that monopolistic practices and tacit cartel agreements among the giants 
would juggle prices, sales terms, ete., at will. 

The dying smaller breweries are not, as might hastily be assumed, the vic- 
tims of natural causes or of any so-called inevitable trend. Neither, with very 
few exceptions, such as characterize any industry, large or small, have the dying 
companies been inefficient or obsolete. On the contrary, many of the now de- 
funct local breweries turned out a superior, distinctive and highly individualistic 
product whose passing was deeply deplored by discriminating consumers. The 
same is true of the great majority of the smaller brewing companies still in 
existence. For instance, many discerning visitors to our plant have discovered 
that Hampden is brewed of the best ingredients obtainable under the most sani- 
tary conditions prevailing anywhere in the industry. 

All kinds of factors tend to work against the small brewer as compared with 
the giant corporations. For example, because of the vast discrepancy in output, 
all operating costs per barrel produced—such as labor, utilization of facilities 
and equipment, and advertising—are inevitably much higher for the small 
brewer than they are for the big national company. The small brewer has the 
sole advantage of being close to his customers, and therefore can pass on to the 
consumer the saving in the kind of transportation costs paid by the large 
national manufacturers. But today, this advantage is increasingly threatened 
by the deliberate efforts of the big companies to eliminate competition from local 
brewers—efforts in which they are aided decisively by the discriminatory system 
of taxation imposed hy Federal and State authorities. 

The big companies with their relatively unlimited financial resources wage 
their war against the local breweries with fabulously expensive national adver- 
tising campaigns, pressure on wholesale outlets, and specially organized offen- 
sives designed to put some particular local brewer out of business. 

In most of these cases, however, the local brewer, aided by his ability to sell 
at a lower base price, his individual product, his familiarity with regional condi- 
tions, and his personal acquaintance with consumer circles, would manage to 
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hold his own against these offensives of the giants were it not that discriminatory 
Federal and State taxes directly aid those who seek to destroy him by largely 
canceling out his own potential advantages. 

The nature of the discrimination on both Federal and State levels lies in the 
fact that taxes are imposed for beer on the basis of the quantity, the volume 
sold instead of the dollar value. In other words, the consumer of a cheaper, 
local beer is compelled to pay the same amount of taxes as the consumer of a 
national beer whose base price is locally higher because of the shipping cost in- 
volved. Or, to put it another way, as available statistics for both Federal and 
State taxes show—the consumer of local beer is penalized by having to pay taxes 
equaling a considerably higher percentage of the sales price than the consumer 
of a national product. Under these circumstances, with the price differential 
between local and national beer being relatively minor, the high-powered adver- 
tising campaigns of the big corporations naturally tend to become far more effec- 
tive in a local market than would otherwise be the case. 

The unfairness of this system becomes obvious when other items are consid- 
ered. How, for instance, if taxes for automobiles were collected on the basis of 
the volume of cars sold (on the unit, in other words), and the purchase of a 
Chevrolet or an imported Volkswagen were required to pay exactly the same 
taxes as the buyer of a Cadillac or Rolls-Royce, would the public react? Or if 
the tax for air travel were collected on the basis of tickets sold, regardless of 
price, and the traveler from Washington to Philadelphia had to pay exactly the 
same tax as the purchaser of a ticket from Washington to Los Angeles? The 
absurdity of such procedures would instantly be obvious to everybody, but is 
actually no greater than the one now threatening to destroy more of the remain- 
ing smaller brewing companies and throw many thousands of additional em- 
ployees out of work. 

We therefore propose respectfully but urgently that the absurdity be rectified 
quickly in the interest of preserving these smaller business enterprises, and that 
Federal and State taxes be collected on the basis of dollar value instead of the 
present volume, in line with the realistic requirements of the situation. This 
desperately needed relief, and this relief only, we believe confidently, will halt 
the current ominous trend and save the smaller brewing companies from extinc- 
tion. We believe further that this solution is more effective and also more at- 
tractive to Federal and State authorities than the introduction of a graduated 
tax proposed by some spokesmen for the smaller breweries. 

The need for action in the direction suggested in this presentation is now 
imperative and can be substantiated by a vast amount of research material 
available. But we should like to stress, in conclusion, that the number of small- 
and medium-sized breweries still in business at the end of 1955 will be deter- 
mined very prominently by the speed or delay with which Federal and State 
authorities act in this matter. There may be cases when time can be wasted 
without very harmful consequences. This is not such a case; the patient is seri- 
ously sick and can be saved only if he gets prompt and sympathetic attention. 


Senator SatronstaLu. The fourth one is a statement of Mr. Joseph 
D. Babcock, of the bureau of transportation and public service of the 
New Bedford Board of Commerce, New Bedford, Mass. 

(Mr. Babcock’s prepared statement follows :) 


BurEAU OF TRANSPORTATION AND Pupiic SERVICE, 
New Beprorp Boarp OF COMMERCE, 
New Bedford, Mass., Sepetmber 26, 1957. 
Hon. JoHn J. SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
Care of Courtroom No. 5, Federal Building, Post Office Square, Boston, 
Mass. 

Dear SENATOR SPARKMAN: One of the principal objections voiced in support of 
the repeal of the temporary emergency excise taxes on the transportation of 
persons and property has been directly attributed to the limited scope of its 
implied application to the transportation industry as a whole. 

As enacted into law, the tax is levied only on for-hire transport, as distin- 
guished from that characterized as private carriage, which is exempted. 

Stimulation of private motor-carrier operations over recent years has been 
largely encouraged as the result of inequitably distributing this tax to one par- 
ticular segment of the transportation industry. The accentuated trend to utiliz- 
ing private means of transport experienced these recent years has already 
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attained phenomenal proportions because of the higher costs that have been 
saddled on the purchasers of for-hire services, so much, in effect, that it has 
created some concern in the Interstate Commerce Commission. 

Over the past 3 years multiple increases have been prescribed in the rates 
charged by for-hire carriers which have a tendency to pyramid the returns 
realized from the tax because of the manner in which it has been computed. The 
longer the distance, the more the transportation tax dollars become involved in 
deference to employing a method which adheres to a straight percentage figure 
of the actual transportation charges billed. 

Higher costs, of which this tax is an infinite part, have accomplished consid- 
erable diversion of traffic from the for-hire carrier to private fleet operations 
by the larger shippers for their own account. The smaller shipper, unwilling 
or unable to assume the obligations that accrue with private carriage, are placed 
with a disadvantage with competitor firms who, by recourse to private means of 
transport, are relieved of the obligation to pay the tax. Since competitive eco- 
nomic stability can frequently hinge on fractional cent margins, any differentia- 
tion as to who pays a tax and who doesn’t has a direct bearing on the well-being 
of small business. 

The bureau of transportation and public service of the New Bedford Board 
of Commerce reiterated with the subcommittee of the Ways and Means Com- 
mittee this year its endorsement and support registered the previous year for 
the repeal of this intended war emergency duration excise tax and respectfully 
requests to be so recorded with your committee. 

Very truly yours, 
JosePpH D. Bascock. 


Senator Sauronsrauu. The fifth one is a statement of Mr. Jarvis 
Hunt, general counsel of the Associated Industries of Massachusetts, 
together with a resolution of that organization. 

(Mr. Hunt’s prepared statement and attached resolution follow :) 


STATEMENT OF JARVIS Hunt, GENERAL COUNSEL OF THE ASSOCIATED INDUSTRIES OF 
MASSACHUSETTS 


Mr. Chairman and members of the committee, I am Jarvis Hunt, general 
counsel of the Associated Industries of Massachusetts, a voluntary association 
representing manufacturing concerns doing business in the Commonwealth of 
Massachusetts. Our office is at 2206 John Hancock Building, Boston. We rep- 
resent approximately 2,000 manufacturers comprising 90-95 percent of the in- 
dustrial payroll of the Commonwealth. While we represent many large con- 
cerns, only 200 of our members employ more than 500 production workers. Asa 
result, it is reasonable to say that we represent approximately 1,800 manufac- 
turers who may be classified as small business. 

Since the notification of your hearing, we have sent notices to all of our mem- 
bers, asking for their views on the problem of tax relief for small business. Our 
standing committee on taxation, composed of some of the foremost corporate- 
tax experts in Massachusetts, has met and considered this matter. This report 
has been approved by our executive committee, which is our governing body and 
represents all segments of Massachusetts industry. Our views are as follows: 

We believe tax relief is necessary for small business. We feel the present 
Federal tax structure has the same adverse effect upon both large and small 
business. Such inequities as there are come largely from the imposition of the 
graduated income tax. We believe that such a progressive reduction of the 
overall rates as the income of the Government permits, computed upon a real- 
istic basis and free from political connotations, is the best way to provide both 
large and small business with the necessary capital to expand and maintain the 
private-enterprise system. 

We favor overall rate reduction, with emphasis on reducing the top individual 
and corporate rates to enable accumulation of capital and to reduce the doubie 
taxation upon stockholders. 

In regard to specific suggestions: 

1. We believe that estate taxes should be permitted to be paid in installments 
in all cases where relief is necessary. 

2. We believe taxpayers should be allowed optional methods of depreciation 
in the case of newly acquired, used property. 

8. We believe that the proprietor of an unincorporated business should be 
treated as an employee under a qualified pension, profit-sharing, or stock-bonus 
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plan, but that care should be exercised to see to it that participation is not dis- 
criminatory nor self-serving. 

4. We do not favor graduated corporate-tax rates other than through specific 
exemptions. 

5. We do not feel the election of a standard deduction for small business is ad- 
ministratively feasible. 

6. We do not favor permitting a deduction for additional investment during 
a taxable year. 

7. We do not favor an increased exemption of corporate income subject to 
surtax. 

8. We approve a reduction of the corporate normal tax applicable to all cor- 
porations, and feel that the present expiration date of the last 5 percent on the 
surtax rate should not be extended. 


ExuHrBit 20 


RESOLUTION, ACCOMPANYING STATEMENT OF Mr. Hunt, URGING THE PASSAGE OF 
H. R. 6452, H. R. 9119, Britis To AMEND THE INTERNAL REVENUE CODE oF 1954 
so As To Provipve For SCHEDULED PERSONAL AND CORPORATE INCOME TAx REDUC- 
TIONS, AND FOR OTHER PURPOSES 


Whereas the taxes imposed by the Federal Government are destroying incentive 
and drying up the sources of private capital essential to the continuance of our 
system of private enterprise, and will ultimately lead to the destruction of the 
system ; and 

Whereas among the taxes which are causing the greatest harm in this con- 
nection are (1) the personal income tax with its heavy progressive and confisca- 
tory rates extending from a beginning rate of 20 percent to a top rate of 91 per- 
cent, and (2) the tax on corporate incomes with combined normal and surtax 
rates of 52 percent; and 

Whereas on March 28, 1957, Representative Sadlak, of Connecticut, introduced 
in the House of Representatives in Congres a bill entitled “A bill to amend the 
Internal Revenue Code of 1954 so as to provide for scheduled personal and cor- 
porate income-tax reductions, and for other purposes” (H. R. 6452) ; and 

Whereas a similar bill has been introduced by Representative Herlong, of 
Florida ; and 

Whereas, by the provisions of these bills, the personal income-tax rates would 
by gradual stages over a period of 5 years be reduced so that the first-bracket 
rate of 20 percent would be reduced to 15 percent and the top-bracket rate would 
be reduced from 91 to 42 percent, with other bracket rates reduced proportion- 
ately, and the normal tax on the first $25,000 of corporate income would by 
gradual stages over the same period be reduced from 30 to 22 percent and the 
surtax from 22 to 20 percent, making the top rate of 4.2 percent, the same as the 
proposed rate on personal income, with power, however, in case of budgetary re- 
quirements, to postpone the reductions in a given year so that the completion of 
the proposed reductions could be stretched out over a period of 9 years instead 
of 5 years; and 

Whereas it is our opinion that the Sadlak-Herlong bills constitute a practical 
method of accomplishing a most important objective : Now, therefore, be it 

Resolved by the executive committee of Associated Industries of Massachu- 
setts, That Congress be urged to enact the Sadlak-Herlong bills. 


Senator SarronsTaLu. The sixth one is a statement of Mr. Robert 
A. Watters, of the George W. Dinsmoor Co., of Lawrence, Mass. 
(Mr. Watters’ prepared statement follows :) 


STATEMENT OF RosBertT A. WATTERS, TREASURER OF THE GEORGE W. DINSMOOR Co., 
LAWRENCE, MASS. 


My name is Robert A. Watters. I am treasurer of the George W. Dinsmoor 
Co., of Lawrence, Mass., manufacturers of paper tubing, and employing at the 
present time 30 employees. 

I appreciate this opportunity of presenting a written statement for inclusion 
in the records of your hearing in Boston on September 30, 1957, on the question 
of taxes. I feel very confident that all members of this committee will agree 
that taxes should be reduced—even though we may not all agree on the method 
or the timing of such reduction. 
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As one of the smallest of small-business men, I therefore appreciate the oppor- 
tunity of briefly presenting to you a few recommendations on the timing and 
method of tax reduction. 

It is my opinion that the American people always have been willing to pay 
taxes as high as may be necessary to support our Government in its legitimate 
functions and to provide for the adequate security of our Nation—but we are all 
becoming increasingly alarmed about the adverse effects of taxation—about a 
tax system which penalizes progress, discriminates against success, and actually 
serves as a roadblock to the growing, productive economy which alone can pro- 
duce the revenue our Government needs for its legitimate functions. 

It is no exaggeration to say that we have such a tax system in the United States 
today—a system of progressive taxation with rates as high as 52 percent of 
corporate income and as high as a fantastic 91 percent of personal income. This 
is discriminatory taxation out of all proportion to any equitable distribution of 
the tax burden, and the time is long overdue to correct these flagrant abuses. 
I trust you will do everything in your power to see that this is done in 1958. 

So much for the timing, now for the method. 

I am not a tax expert—and I must confess that, like most ordinary citizens, I 
have been somewhat confused by the hundreds of bills that have been introduced 
in Congress, each of which claim to be the answer to our problems. Many of 
these bills are designed to give special privileges to special groups. To this 
philosophy I am unalterably opposed, as I believe it is unfair and un-American. 
Such changes in our tax system will only add to the confusion—not detract 
from it. 

Other bills are designed especially for small business and are, no doubt, well 
intended—but, in my opinion, they do not go to the heart of the problem and are 
therefore completely ineffectual. For example: 

S$. 150 would reverse the corporate normal and surtax rates and add 1 percent 
to the higher. Even though this might give some temporary relief to a very 
small company, it would eventually give it a higher and harder hurdle to over- 
come when it arrived at the surtax bracket. That is certainly not the answer. 

S. 352 would institute a progressive corporate rate schedule starting at 5 per- 
cent and increasing to 55 percent on incomes over $100,000. This substitutes 
many hurdles for the 1 or 2, and again fails to get at the real heart of the prob- 
lem. Considering the unfortunate history of progressive rates on personal in- 
come, it would seem that progressive rates on corporate income should be 
avoided like the plague. Also, both of the above cover only incorporated 
businesses, which are a very small part of our overall tax problems. 

In my opinion there is only one fair way to correct the inequities in our present 
tax system—that is, by an intelligent and consistent reduction in all normal and 
progressive rates, both corporate and personal, to a point where they are more 
nearly proportional rather than progressive, and where they restore incentive 
and allow enough capital to be retained for necessary growth and expansion, 
whether it be large or small. 

A bill to accomplish this end (H. R. 6452) was introduced in the House several 
months ago by Representatives Sadlak of Connecticut. Over a period of 5 to 9 
years, by regular yearly reductions, it would reduce the corporate tax from the 
present high of 52 percent down to 42 percent, and personal tax from the present 
high of 91 percent to 42 percent, and—what is most important—all this could be 
accomplished without reducing the present amount of tax revenue to the Goy- 
ernment by taking advantage of the increased income available through the 
growth of our economy and applying most of it toward tax reduction. 

Just recently Representative Herlong, of Florida, filed H. R. 9119, which is 
worded identically to H. R. 6452, representing bipartisan support of this pro- 
gram. No doubt you are all familiar with the details of these important bills. 

The all-inclusive scope of these bills represents the most intelligent approach 
to our tax problems that I have yet seen, and I earnestly hope that all the mem- 
bers of this committee will study these bills carefully, and give them the benefit 
of your approval and your active support. You will thereby earn the deep 
gratitude of every taxpayer in our country. 

As a small-business man, I do not want special tax consideration at the expense 
of other taxpayers. All I ask is equal opportunity under a tax system that is 
fair to all—small and large—and which encourages initiative, and rewards suc- 
cess. That is the type of tax program we need so desperately today, and the type 
we would have if H. R. 6452 and/or H. R. 9119 were to become law. Please do 
all you can to make this possible. 

Thank you again for the privilege of submitting this statement. 
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Senator Sarronstraty. Then a final statement, by Mr. Don C. Lin- 
genfelter, managing director of NERSICA, Inc. 

That statement will be put in the record. 

(Mr. Lingenfelter’s prepared statement follows :) 





STATEMENT OF Don C. LINGENFELTER, MANAGING DIRECTOR OF NATIONAL HESTAB- 
LISHED REPAIR, SERVICE & IMPROVEMENT CONTRACTORS ASSOCIATION, INC., NEW 
York, N. Y. 


Mr. Chairman and members of the committee, I am Don C. Lingenfelter, man- 
aging director of NERSICA, Inc., a national association representing the resi- 
dential and commercial repair, service, and improvement contractors of the 
United States. It is estimated that there are approximately 100,000 of these, 
and, although, of course, not all of them are members of our association, we have 
for many years been recognized as the spokesman for this segment of the con- 
struction industry. 

One of our main objectives is to strengthen the position of ethical contractors 
whose professional function imposes upon them a growing responsibility for 
helping to improve the living standards of millions of American homeowners. 

With the enormous expansion of the total value of goods and services our 
Nation produces, there is developing, at long last, a public awareness of the im- 
portance to our economic system of the Nation’s more than 4 million small- 
business enterprises. 

During the 1st session of the 85th Congress, strong support for some form of 
tax relief for small-business developed, received strong support, and won the 
blessing of some top administration officials. 

It now appears that there is a very good chance that some action will be 
taken during the second session which opens in January, that will provide tax 
equity for the small-business man who at the present moment is in dire need 
of assistance. 

Basically speaking, good times for business, both large and small, depend 
largely upon the initiative and energy of businessmen themselves. However, 
sooner or later there comes a time when Government can remove impediments 
to business which will foster confidence and help to promote business expansion. 

It was with this philosophy in mind that the Small Business Administration 
was created and operates today. 

NERSICA has worked closely with the Small Business Committee since its 
very inception and has constantly urged such tax relief as now appears in the 
offing. We are deeply grateful to the members of this committee for the under- 
standing manner in which they studied our many problems. 

A careful survey of our economic system clearly shows that over the past few 
years small business has become a major factor in the economy of our country 
and is, therefore, a subject of national concern. 

As a result, if our free enterprise economy is to continue to prosper, the present 
plight of the small-business man with his host of problems must be viewed with 
grave concern. Speaking very frankly, the entire free enterprise system of 
our country will be threatened if Congress fails to take prompt action to relieve 
this important segment of our economy from the inequitable burden of present 
high corporate tax rates. 

The increasing number of small-business failures, higher than in any year 
since 1941, the disappearance of more than 19,000 small businesses over the 
past 3 years, compels us to recognize the fact that this important segment of 
our economy is in serious trouble and requires immediate assistance. 

It is very evident that many of the ills facing small business are caused by 
our Federal tax system which not only impedes its growth but threatens its 
very existence. 

If he is to hold his own against his larger competitors, the solution to the 
small-business man’s tax problem cannot go unanswered too long. The only 
alternative to a successful struggle by the small independent businessman is 
collectivism in the form of a few giant corporations. 

Were we to allow this, we would be taking the first step toward giving up the 
good old time-proven American economic principle of free enterprise. What does 
that free enterprise systems mean to the small-business man all over America? 
It means the acceptance of his individual responsibilities; it stands for in- 
dividual initiative; it represents his personal and professional pride in the work 
he does and the products he creates; and it is his monument to the independent 
spirit that has made America what it is today. 





TAX PROBLEMS OF SMALL BUSINESS 429 


There are four specific reforms under consideration which we feel are neces- 
sary requisites to a healthy small-business economy : 

(1) A reduction in the tax on business corporations from 30 to 20 percent 
on incomes up to $25,000. This would enable small-business men to acquire and 
retain the funds necessary to keep their businesses in a healthy condition and 
allow for maximum expansion from earnings, since a large majority of them 
are unable to raise funds in any other way than the reinvestment of earnings. 

(2) The taxpayer to be given the option of paying estate taxes over a period 
of 10 years in cases where the estate consists largely of investments in closely 
held business concerns. Every year, many small family-owned businesses are 
forced into liquidation because the unexpected death of the owner leaves the 
family heirs of the business insufficient capital to pay the estate taxes. 

(3) Corporations with 10 or fewer stockholders to be given the option of being 
taxed as if they were partnerships. This would relieve many small corporations 
of the double tax blow—first on the corporation and then on its stockholders on 
receipts of dividends. 

(4) Allow the members of a partnership or the proprietor of an unincor- 
porated business to participate in approved profit-sharing and pension plans. The 
present law allows sizable deductions from taxable income for contribution to 
these plans, but partners and proprietors are not at present classified as em- 
ployees. This is a grave injustice. 

The adoption of the foregoing reforms would provide a lifegiving stimulus to 
American small business. We respectfully urge that they be enacted into law. 

Senator Sa.ronstTauu. Then there isa Mr. Swartz, David J. Swartz, 
of J. W. Burns Leather Co., Haverhill, Mass. Is he here? 

Mr. Swartz, do you wish to add anything? Have we a prepared 
statement ¢ 

I find we do not have. 


All right, Mr. Swartz, would you like to speak very briefly ? 


STATEMENT OF DAVID J. SWARTZ, GENERAL MANAGER, J. W. 
BURNS LEATHER C0O., HAVERHILL, MASS. 


Mr. Swartz. Thank you, Senator. 

I have only a few comments to make. Iam David J. Swartz. Iam 
an attorney and a member of the bar of the State of Massachusetts, 
and I am general manager of the J. W. Burns Leather Co., a manu- 
facturing corporation with places of business in New Hampshire and 
Haverhill, Mass. 

In a conversation this morning with Mr. Maxwell Field, of the New 
England Shoe & Leather Association, he authorized me to speak for 
the industry in saying that the industry thought that a general reduc- 
tion in corporate rates was almost a matter of necessity for the in- 
dustry to live. 

I disagreed with Mr. Field, and I told him so, and I told him that 
I would state his views and then state mine. 

It is my belief that the only way that our small businesses can pos- 
sibly progress is by the introduction of a graduated corporate income 
tax. 

Now, my reason for saying so is, I think Senator Smathers has 
introduced a reason earlier in this hearing when he stated that he 
felt—no, I think when he stated the question about which one element 
would be most important to industry, small business. 

And there is no question in my mind that, as practical businessmen 
and as practical people in Government, that you gentlemen are going 
to have to take one position and stress that with the Congress, and 
we feel that the graduated corporate income tax would give us enough 
money to produce a little capital, a little risk capital, a little capital 
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for reinvestment in capital goods, and a little capital to lay by in case 
of an emergency. 

If we produced a tremendous amount, if you gave us a deduction 
for, let us say, a deduction for goods that we would invest. in for, let 
us say, capital depreciation or depreci iated goods, I do not think that 
would be good for us. I think then we would tend to place too much 
of an emphasis on purchasing materials and machinery that we have 
no business buying. 

There is a danger in that. There is an inflationary danger and a 
danger to oursely es; and putting ourselves in such a position, we 
would not have enough capital in case of an emergency to cover our 
own expansion. 

I thank you very much, gentlemen, for giving me this opportunity. 

Senator Saronsratt. Thank you, Mr. Swartz. I have known Mr. 
Maxwell F ield over the years, and I know of your organization. 

Mr. Swartz. He sends you his regards, sir. 

Senator Sarronstauy. The final speaker, if he cares to say anything, 
is Mr. Allen Davidson, of the Retail Trade Board of Boston. 


STATEMENT OF ALLEN DAVIDSON, PRESIDENT, RETAIL TRADE 
BOARD, BOSTON, MASS. 


Mr. Davipson. I would like to say just a word, if I might. I speak 
as the president of the Retail Trade Board. We have one- hundred- 
and-twenty-odd stores, but I am speaking particularly a retail 
jeweler. The retail jeweler is a small business; I mean aa average in 
this country, I believe, is $58,000; he does about $58,000 a year, and 87 
percent of them do under $100, 100, 

What I wanted to speak about a moment was the excise tax; not the 
income tax, but the excise tax, how it affects the retail jeweler. The 
excise tax, as you know, is 10 percent, and was started during the war 
in 1941 as a war measure, and has kept on 12 years since, which we do 
not think is quite right. It is also called a luxury tax, and I think that 
is 2 misnomer; a luxury, IT mean, as opposed to ‘the nee essities of life. 

If you limit yourself to necessity, anything the bare minimum is 
necessary, and beyond that becomes a luxury. And almost everything 
that people wear, and shelter, is absolutely beyond the absolute mini- 
mum, so I feel, too, “luxury” tax is a misnomer. 

I would like to digress a moment to say, and I would like to speak 
of, let us say, the retailer in this country. The retailers are making 
around 2 or 3 cents per dollar of sales, which is a small amount. I 
think the department stores average 3 cents, and the specialty stores 
between 1 and 6, and we are not as well off in Boston bua of the 
high real-estate taxes. In the last year, we have had four casualties 
which have been serious to the city. 

But, in speaking of the retail jeweler, who has to compete with the 
other stores, I wanted to say that a retail jeweler, if he does $100,000 
worth of volume, there is a 10-percent excise tax he has to collect. In 
other words, he has to collect $110,000 from the public to be on equal 
terms with a store that does $100,000 volume. I think this point is 
fundamental. I mean the margin they have to work on is, if the 
retail jeweler is to be on the same level as the other retailers, he has 
to do 10 percent more volume. Do I make myself clear ? 

Senator Savronstatu. Certainly. 
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Mr. Davinson. And that puts him at a 10-percent disadvantage. 

Well, the retail jeweler has no alternative, no substitute, but they 
would just like to be on equal terms. And, as long as this excise tax 
continues, they are really working at sort of a 10-percent handicap 
with the other retailers in the country. The retail business, as such, 
is a tough business today, where the margin of profit is down to 2 or 
3 cents on a dollar of sales, and a 10- or 15-percent recession would 
really be serious to the retailer. ‘Thank you very much. 

Senator SavronsraLtt. Thank you very much, Mr. Davidson, for 
your appearance here. 

The Acting Chair understands that Mr. Daniel F. Viles has just 
come in. He is president of the Waltham Screw Co., and was former 
president of the Smaller Business Association here in New England. 

Mr. Viles, do you care to say just a word ? 


STATEMENT OF DANIEL F. VILES, PRESIDENT, WALTHAM SCREW 
CO., WALTHAM, MASS. 


Mr. Vizes. I am president of the Waltham Screw Co., which man- 
ufactures precision screws and screw products, and has since 1893, a 
third generation. I feel that, with adequate accounting and legal 
service, there are many ways in which moneys can be retained in a 
small business, but not necessarily as far as cash flow. I think our 
major problem for small business is adequate working capital in the 
form of cash or inventories in process. 

As you gentlemen know, we have new-machinery fast writeoffs. 
Unfortunately, we do not have it for used equipment or used capital 
assets. It is a very severe oversight, and I strongly recommend it be 
corrected, and I believe the committee feels favorable in that direction. 

I think another thing is the fact that, statistically, we know that 
the majority of the 314 million small businesses in the country are 
proprietorships and not corporations, and the majority of them make 
less than $20,000 a year profit. We have a very special problem with 
this small group, and we should probably make a provision in our 
normal tax or a lower step in which there is special provision given 
in that small area. 

We then have an intermediate group which is somewhat larger, 
which has even a greater need for cash flow. 

I believe that that could be handled by an effective raising of the 
surtax level. 

One of the most important things, of course, is realizing that since 
the present tax schedule has been put into effect, there has been a con- 
tinuing devaluation of the dollar, and we are dealing with figures today 
which do not mean much as they did several years ago. 

Thank you, gentlemen. 

Senator SatronsraLL. Thank vou very much, Mr. Viles. Your pre- 
pared statement will be made a part of the record. 

(Mr. Viles’ prepared statement follows :) 


STATEMENT of Dante F. VILES, PRESIDENT OF THE WALTHAM Screw Co., 
WALTHAM, MASs. 


The Waltham Screw Co. is one of the oldest manufacturers of precision 
instrument screws and screw-machine products in the United States. It was 
established in 1898 and is now operated by the third generation. We have 
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approximately 75 employees and a volume of about $1 million annually. We 
appreciate the constructive efforts of this committee in the area on small-business 
tax relief. 

In the past, small business has been unable to accumulate satisfactory earnings 
because of the excess-profits tax and Renegotiation Act. This is particularly 
true in the manufacturing field. 

Concerning the present Federal tax structure, I believe the normal and surtax 
rates are too high. In the past, the normal tax, which is currently 30 percent, 
has had additional steps which gave relief before the $25,000 figure was reached 
and certainly the surtax has been lower, so that we have historical precedence for 
lower rates. Because of the devalued dollar under today’s inflated conditions, 
the surtax of 22 percent at $25,000 starts too soon and fails to allow small busi- 
nesses to accumulate earnings which are necessary for normal growth. 

The future offers many opportunities for equitable adjustment of the Federal 
tax load on small business. One of the most attractive methods is the option 
to be taxed as a partnership or corporation. The advantages are obvious to all 
of us. Second, the election of a standard deduction is an excellent suggestion and 
is comparable to the system now used on personal income taxes. It has the 
advantage of simplicity and uniformity, as well as being readily understood. 
Third, certainly application of liberal depreciation rates particularly including 
all used capital items which unfortunately were excluded from the 1954 Internal 
Revenue Code, would be of great help. Perhaps we could adopt some of the 
advanced depreciation systems which have been used successfully abroad, in 
which the company elected its own depreciation rates. 

The economic influence of Federal taxation on small business is greater than 
ever. Because of the inability of small business to retain sufficient equity capital 
or borrow from normal lending sources for the long-term period due to the 
inability to sell securities in the market, additional earnings retention is impera- 
tive. Certainly, the small-business man in America has demonstrated his will- 
ingness to work under the most competitive conditions and the record proves it. 

It is the hope of this writer that the committee will develop positive recom- 
mendations for tax relief for small business. 


Senator Satronstatu. We wish to announce that the record will be 
held open for 1 week for any statements which businessmen or busi- 
ness associations would like to provide. 

I am sure, Mr. Chairman, I express the views of the New England 
representatives here this morning of appreciation for your coming 
to Boston to hold these hearings, and I hope they will be of benefit 
to the committee, the views of our New England businessmen, when 
the record is read and the bill is prepared. 

Mr. Chairman, may I just say I appreciate your giving me the 
opportunity of presiding over the hearings. 

I would just like to call to your attention this fact: That while the 
Small Business Committee staff has provided everything for us in the 
way of helpful data, they have not given us a gavel, and a gavel has 
not been necessary here in New England. [Laughter. ] 

Senator Smaruers. The meeting stands adjourned. 

(Whereupon, at 5:30 p. m., the committee recessed, to reconvene 
at 10 a. m., Wednesday, October 2, 1957, in New York, N. Y.) 

(Statements subsequently received by the committee for inclusion 
in the printed record following the proceedings of the Boston hear- 
ings :) 

1. Mr. N. D. MacLeod, Jr., vice president, Abrasive Machine Tool Co., East 
Providence, R. I. 

2. Mr. Arthur EB. Hastedt, vice president, the Cundy-Bettoney Co., Inc., 96 
Bradlee Street, Hyde Park, Boston, Mass. 

3. Mr. Earle Emmons, The Weirs, Laconia, N. H. 

4. Mr. A. Leibowitz, president, the Surplus Store of Berlin, Inc., Berlin, N. H. 
5. Mr. Fred Green, Nutter’s, Salmon ce N. H. 
6. Mr. Del M. Pitman, president, J. C. Pitman & Sons, Inc., Concord, N. H. 


7. Mr. Seymour Friedland, de ‘professor of economics, Samet vtehake er- 
sity, Boston, Mass. 
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STATEMENT oF N. D. MACLEOD, JR., VICE PRESIDENT, ABRASIVE MACHINE TooL Co., 
ZAST PROVIDENCE, R. I. 
OcTOBER 1, 1957. 
UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
Senate Office Building, Washington, D.C. 
(Attention: Mr. Walter B. Stults, staff director.) 


GENTLEMEN: It has come to my attention that your committee is holding 
meetings in various parts of the country relative to the impact of Federal taxes 
on small business. At the suggestion of the New England Council, I wish to 
have this letter go on record as additional information in your findings. 

First, let me say that as a machine tool manufacturer, employing between 100 
and 150 people, we find the high income taxes almost confiscatory. We are a 
closed, family-owned corporation ; consequently we are also very much interested 
in a revision of the estate-tax laws. 

As a small company, I feel that our problems are no different from the majority 
of other small companies. We are continually in a squeeze for ready cash and 
find it almost impossible to carry on a good research and development program 
to keep up with our competition and also to put money into new capital equip- 
ment to keep us competitive on manufacturing costs. Whenever we have a good 
year and we do come under the 52-percent tax it is usually necessary to borrow 
the money in order to pay our taxes. 

I cannot recommend strongly enough a revision in the tax laws which would 
permit estate taxes to be paid over a period of years. Many, many small com- 
panies have had to be liquidated in the past for lack of ready cash to pay estate 
taxes with. It is not a healthy situation and should not be allowed to continue. 
Also, taxpayers should be allowed to use alternative methods of depreciatior. 
provided by section 167 of the 1954 Internal Revenue Code for used property. 
The code set up reasonably good depreciation allowances for new equipment but 
did not take into consideration any old or used equipment. In many cases, in a 
small company such as ours it is impossible to pay the price of new equipment 
but if we wish to keep our manufacturing facilities on a competitive basis, why 
should we be penalized if we do it by buying secondhand equipment? 

Some type of deduction should be permitted for additional investment during a 
taxable year, or an increase in the exemption of corporate income, subject to sur- 
tax, should be made. I do not subscribe, however, to the idea of a graduated 
corporate tax. This method has been suggested in many quarters but its effect 
would tend to have a gradual breakup of the large corporations. I make no 
brief for the large corporations because historically some of their deeds have 
been reprehensible. In the same light the deeds of some small companies have 
been likewise. Size is not necessarily a measure of behavior. Also, a great 
number of small businesses rely on business received from some of the largest 
corporations in America. To discriminate against them with heavier taxes would 
solve nothing and do more damage than good. 

We sincerely hope that some of this information will be helpful to you in your 
further investigations. We cannot urge too strongly that you recommend the 
above-mentioned reforms in our tax laws be instituted as soon as possible. 

Sincerely yours, 


N. D. MacLeop, Jr., Vice President. 


THE CuNDY-BETTONEY Co., INC. 
Hyde Park, Boston, Mass., September 24, 1957. 
Chairman JoHN SPARKMAN, 
Senate Committee on Small Business, 
Senate Office Building, Washington, D. C. 


DEAR Mr. SPARKMAN: I understand that your Small Business Committee will 
conduct a hearing in Boston sometime this month, and although the primary 
object is to study the Federal impact of taxes on small business, it’s not neces- 
sarily limited to it. 

I would like to take this opportunity to present some of the problems that 
are particularly harassing our small business. Therefore, I have prepared the 
enclosed statement for your information and records. 

As I repeatedly pointed out, small industry has no skill, money, or time to 
invest in lobbies or other types of political activity, and obviously, we cannot 
97385—57—pt. 1——-29 








434 TAX PROBLEMS OF SMALL BUSINESS 


afford a glamor name to present our problem. However, the problem is there, 
and I hope you will give it consideration. 


Very truly yours, 
ArTHoUR E. Hatstept, Vice President. 


STATEMENT OF ARTHUR E. HastTeEpT, VICE PRESIDENT OF THE CUNDY-BETTONEY Co. 
or Boston, MANUFACTURERS OF WOODWIND MUSICAL INSTRUMENTS 


I understand this committee’s primary object is to investigate the impact of 
Federal taxes on small business, but is not limited to it, but it also intends to 
consider general problems of small business. 

In the first place, I do not think small business should receive any special 
consideration regarding taxes, but I also do not think that small business should 
be singled out for tax increases and unfair taxes because of the lack of political 
contact and knowhow and be burdened with special penalties and special taxes 
which can be avoided by larger businesses who can afford attorneys and lobbies. 
What we need is protection against bureaucratic edicts and rules. Perhaps a 
free lobby for us would be the answer. 

Here are a few Government regulation theories and taxes that I consider an 
unjust burden: 


Excise taxes 

The excise tax of 10 percent on musical instruments was put into effect during 
the war as a repressive measure to impede sales. I assume that musical instru- 
ments were selected at that time because it was assumed that they were a 
luxury item. Our industry has pointed out to various Treasury and elected 
officials many itmes that 90 percent of our sales were to schoolchildren for 
educational purposes. However, we have been ignored. On the other hand, as 
opposed to this, sporting goods made for children have become tax exempt. 
Recently the tax on children’s records has been eliminated. Other items that 
have a tax relief, not catering to children have been: movies, furs, jewelry, 
ete. In each case, a powerful lobby has been effective. 

The pity of the whole thing is, that our small industry, as in the case of all 
small industries, has a high labor factor, and an excise tax is an added unfair 
burden. Most of the mass-production industries with a low labor factor, pay 
no excise tax. Also, a manufacturer’s excise tax is assessed on the first sale. 
This applies both to the domestic manufacturer and the importer. The excise 
tax gives the importer an unfair advantage over the domestic manufacturer, 
inasmuch as he can have the excise tax assessed at the first import level. As 
it works in our industry—an American-made instrument assessed a tax of $5 
has the same sale price as an imported instrument assessed at $2. There is an 
immediate $3 disadvamtage for the American manufacturer. 

For 15 years, the mouthpiece of an instrument was considered an accessory, 
and not taxable. On May 1, 1957, the Government ruled that from now on the 
mouthpiece will be taxable. This was done without consultations or hearings 
of any kind. This again adds to the burden of the American manufacturer 
who sells a packaged instrument. But, inasmuch as the mouthpiece is not tax- 
able if sold seperately, the importer can avoid this tax by importing instru- 
ments and mouthpieces in separate packages. The Treasury refuses to recon- 
sider this rule and will not admit that inequities exist. We got a tax increase, 
not a tax cut. 


Tariff 

An investigation of various tariff acts during the last 20 years will show that 
the small manufacturer in the handcraft industries have been singled out for 
tariff cuts far beyond the cuts that have been given to the larger industries. 
The tariff on our small industry has been reduced from 40 percent in 1932 
which was far below other tariffs at that time, to 15 percent now. As a result 
the number of clarinets imported has increased from 10,000 in 1938 to 80,000 
in 1956. Every time there has been a negotiation, we have received the maxi- 
mum cuts allowable. : 

Several years ago, when the Randall report was issued, it stated that mass- 
production industries needed no tariff, but that the handcraft industries needed 
a tariff. I quote. “Here, quite obviously, with labor the major cost, imports 
can be not merely serious, but destructive to the domestic industry without a 
tariff.” But, our negotiators paid no attention to that. We were again singled 
out for deductions and mass-production industries were not. ee 
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It may be interesting to note here that Secretary Weeks advocates low tariffs, 
but his own mass-production industry has a high tariff of 50 to 60 percent. Itis 
also well to note here that razor blades, which have an excessive tariff on manu- 
facturing costs, hold out all foreign competition through a Treasury regulation 
that requires blades to be marked in such a manner as to make them useless. 
I think you will agree that in both these industries, there is considerable political 
contact which is not available to us. Incidentally, musical instruments may be 
imported with removable paper labels. 

In addition to the lowering of the tariff, our industry is also hurt by the subsidy 
paid by the French Government ou exports. As you know this subsidy was 
recently raised to 20 percent from a previous 12 percent. Although subsidized 
exports are subject to a countervailing duty, the Treasury Department for 5 
years has advised that the matter was “under consideration and no decision has 
been reached.” I have called this matter to the attention of our Representatives 
and Senators for a number of years. I have gone over some of the correspond- 
ence, and I have received sympathetic letters occasionally, but the results show 
that no action has ever been taken. 

Within the past month, this Government has appropriated billions of dollars 
for foreign aid, and as stated is being paid by us. Recently, I found out that 
the French Government paid a small American importer of musical instruments 
subsidy of $2,500 for advertising expenses in the United States. On this basis, 
there must be many many thousands more being given out to our foreign compe- 
tition to lick us right in our own backyard. 

Social and other legislation seems to be predicated on the fact that it’s an easy 
task for the Government to dip into payrolls. Now, the State of Massachusetts 
is planning a payroll tax because it seems to be less of a political hazard than a 
sales tax. This will again increase the deductions and lower the take-home pay 
of workers which will be used as a justifiable talking point for general increases. 
Small industry with a high labor factor will again be put at a disadvantage. 

Our Government has fostered big unionism and has given them a powerful 
club to hold over a small industry. What small industry can face the power 
of unions and stay in business? 

Here is Boston, even the utility rate structure is rigged against small business. 
Our home effective rate is cheaper than our shop rate, even though our home use 
is a small fraction of our shop use. 

All types of taxes last year took over 20 percent of our sales dollar. This does 
not include company income taxes. Those some taxes paid the salary of Assist- 
ant Secretary of State, T. V. Kalijarvi, whose propaganda article in the Boston 
Herald on September 15 advocated the importation of low-priced goods. This 

as only one of thousands of releases. He did not mention, of course, that these 
imports are made with wage scales not allowed in the United States. Yes, he 
also stated that “There will always be special situations in which the threat of 
serious injury must be dealt with, and provision is made in the Trade Agreement 
Act for these.” 

Mr. Kalijarvi and the State Department are deliberately misrepresenting the 
true facts. No small business without political contacts has ever received relief 
through the escape clause. The State Department has fought every one. My 
own experience has shown that it is hopeless to get any relief or a fair decision. 
Therefore, I am not impressed with our State Department’s pious assurances, 
and I do not iike to pay for them. 

In conclusion, I suggest: 

All manufacturers pay an excise tax, not just the few. The tax to be the same 
number of dollars on imports as on American production. 

Congress set up a lobby for small business. (See attached article taken from 
Boston Herald, September 22, 1957, headed “Big Lobbies Fared Well in Con- 
gree.”’) 

Protect small business from big unions. If unions are exempt from certain 
laws, exempt small business. 

Set tariffs at one rate for all commodities from a particular country. 

Eliminate all subsidies to large business, such as shipbuilding, shipping air- 
lines. and any other group. 

Reduce spending. 

Stop the giveaway program. 

Don’t use payrolls for easy tax collection—the employer eventually pays it all. 

Congress should take back their rights and authority from the bureaucrats. 

Apply all laws pertaining to wages, hours, overtime payments, working con- 
ditions, ete., to all commodities in interstate commerce whether made in the 
United States, Puerto Rico, Japan, or any other place. 
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Don’t penalize the American manufacturer who employs Americans in 
America. 


ExHIBiT 21 


Bie Logsres Farep WeLL IN Conearess—Magsority Sees aT LEAST Part or PLANS 
VOTED 


(By Congressional Quarterly) 


WasurinerTon, September 21.—Major lobbies did fairly well for themselves in 
the 1957 session of Congress. 

This was indicated in a survey of how lobbies with legislative interests rang- 
ing from aviation to automation felt about the 1st session of the 85th Congress. 
Spokesmen for the majority of pressure groups contacted said at least part of 
their legislative program got through Congress. Some realized most of their 
program, and a few claimed Congress did nothing at all for them. 


BIG ACHIEVEMENT 


Lobbies expressing satisfaction with Congress’ work included the American 
Medical Association, Air Transport Association, American Trucking Association, 
and National Association of Home Builders. 

The AMA successfully pushed for legislation to give doctors the same treat- 
ment under the draft law as anybody else. It also considered congressional 
failure to liberalize the social-security law a big achievement. 

The aviation group saw several of its objectives become law. One law au- 
thorizes the Federal Government to insure loans that banks extend to airlines, 
the same way the Federal Housing Administration insures home loans. 

The trucker’s organization realized several technical law changes to help 
their industry. It also was instrumental in keeping railroad-endorsed bills to 
change the Nation’s transportation policy from reaching the floor of the House 
or Senate. 

George 8S. Goodyear, president of the home builders, said the 1957 housing 
bill was “the most significant advance in the Federal Government’s approach to 
our national housing problems since the establishing of FHA in 1934.” His 
organization claimed 13 legislative accomplishments and 3 setbacks in 1957. 

A spokesman for the Chamber of Commerce of the United States said its fight 
to trim the Federal budget was a “rare achievement,” adding that “the spenders 
are halted for the time being.” The chamber also was at the forefront of oppo- 
sition to the Federal school-aid bill that was killed in 1957. 


SMALL BUSINESS UNHAPPY 


Greatest dissatisfaction came from those lobbies fighting for Federal help 
for small business. George J. Burger, vice president of the National Federa- 
tion of Independent Business, said Congress “did nothing” for small business 
in 1957. 

Lack of congressional action was looked upon as a blessing by several lobbies. 
A spokesman for the American Farm Bureau Federation, largest farm organi- 
zation, said, “The farmer fared very well, largely because of what Congress 
didn’t do to us.” The Farm Bureau successfully opposed giving Federal money 
to help build schools. It also opposed a bill which could result in livestock 
raisers paying out money for a meat-promotion program. 

Congressional failure to act on a bill to authorize United States membership in 
the Organization for Trade Cooperation was at once the biggest defeat for the 
Committee for a National Trade Policy and the biggest victory for the protec- 
tionist-minded nationwide Committee of Industry, Agriculture, and Labor on 
Import-Export Policy. 

Headlined defeats in 1957 often obscured other legislative victories by heavy- 
weight pressure groups. The National Education Association lost out in its 
Federal school-construction aid campaign, but succeeded in getting other Fed- 
eral 2id-to-education programs continued. The National Rural Electric Cooper- 
ative Association did not get through a bill for Federal development of Hells 
Canyon, but received practically all the money it wanted in Federal loans. 
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STATEMENT OF HARLE EMMONS, THE WerRs, Laconia, N. H. 


Hon. Norris Corron, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Senator Corton: It is my understanding that the Small Business Com- 
mittee is making a study of the impact of Federal taxation on small business, 
and I hope that you will find my thoughts useful to you during the course of 
this investigation. 

As a small-business man, I should first of all like to draw your attention to 
what I consider the unfair and inequitable method that the Government uses in 
collecting taxes from small-business men on tax deficiencies that were due to 
ignorance or neglect rather than fraud. Under the very complicated rules em- 
bodied in the Internal Revnue Code, it is extremely difficult for a small-business 
man to understand all the ramifications concerning tax deductions and allowable 
expenses. Many times a small-business man makes an honest mistake in com- 
puting his tax return, and as a result, is assessed a tax deficiency. The tax- 
payer is then suddenly confronted with a bill from the Government and told 
brusquely that he must pay or else. The collecting officer for the Bureau of 
Internal Revenue also informs the taxpayer that the Government is not inter- 
ested in the source of the money that is needed to pay the back taxes. 

Once it has been established to the Government’s satisfaction that the tax 
deficiency is due to ignorance and mistake, rather than fraud, I think the Gov- 
ernment should take a cooperative attitude toward the taxpayer, particularly 
if he is an established businessman and if there is, as there usually is, ample 
security for the back taxes. 

It is extremely difficult for a small-business man to raise even a few hundred 
dollars in one lump sum, and the Government would certainly not be the loser if 
they allowed the delinquent taxpayer to pay his back taxes on an installment 
basis. The Government could charge interest, since in most instances the tax- 
payer has to borrow the money anyway, and there would be no feeling of panic 
on the part of the taxpayer. 

It is my opinion that, where a small-business man has made an honest mistake 
in computing his tax and as a result is assessed a tax deficiency, he should be 
allowed to pay that deficiency on an installment basis, paying, of course, regular 
interest charges. In this way he could meet his obligation fully over a period 
of time without the necessity of going deeper into debt. 

The second point that I would like to bring to your attention is the inequity 
of levying against a small-business man’s stock in trade in computing his tax 
liability. Under the present rules of the Internal Revenue Code, stock in trade is 
considered as a taxable asset to the small-business man, but in many instances 
it merely represents an investment on which no return has been realized. It is 
my opinion that stock in trade should not be treated as a business asset 
until such time as such stock in trade has been turned into dollars and cents. 

I think you will appreciate the fact, as Senator from New Hampshire, that 
this actually amounts to double taxation in our State because of the fact that 
we small-business men in the State of New Hampshire are subjected directly to 
the stock-in-trade tax for the State. The stock in trade of a small-business man 
represents probably his most important investment, and unlike his other capital 
investments, it is not subject to any depreciation deduction. I feel, therefore, 
that the stock in trade of small-business men should not be subjected to income 
tax and treated the way stock in trade is presently treated under the Internal 
Revenue Code. 

Another matter that merits your attention in regard to the impact of Federal 
taxation on small-business men is the quarterly payments on estimated tax for 
the current tax year. As you know, quarterly payments are due on April 15, 
June 15, September 15, and January 15. The payment on April 15 is especially 
difficult for small-business men in the lakes region to make because this payment 
comes at a time when we have absolutely no source of revenue from summer 
business and when our resources are at their lowest. This means, as a matter 
of fact, that most of us in the lakes region, who depend on summer business as 
our main source of revenue, are forced to borrow to pay not only our income tax 
for the preceding year but also our first payment on our declaration of estimated 
tax for the current year. 

I think it would be fair if the Government would allow small-business men 
to pick their own dates of payment on their estimated-tax return. This would 
enable a businessman, such as myself, to make payments in the summertime 
rather than at the time when such payments are a hardship. It would relieve 
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many of us in the lakes region from the necessity of borrowing money to meet 
taxes for the current year. I am sure that this situation applies in different 
degrees throughout the country. 

Another thing that I would like to draw to your attention, although I have 
no specific recommendation in regard to its solution, is the impact of high wages 
and the high cost of living on small-business men, such as myself, who are strug- 
gling to make a go of things. As you are undoubtedly aware, it is extremely diffi- 
cult for a small-business man to compete on a wage basis with large corporations. 
As a matter of fact, many employees make more money than their employer 
because the small-business man has to pay the top dollar in order to get qualified 
help. 

If small business is to continue to be the backbone of the American economy, 
as I firmly believe it is, then I believe that serious consideration must be given 
to some form of long-range tax relief for the small-business man. I think this 
is especially true since the large oil corporations get depreciation treatment on 
their oil wells which, in effect, saves them millions of dollas in taxes each year. 
We also know, as a matter of fact, that large corporations are, through modern 
accounting methods, able to take advantage of many tax deductions that are 
unavailable for small-business men. Some of the depreciation allowances could 
certainly be reduced for small-business men. Buildings that now have to be 
depreciated on a 3314-year basis could, without great cost to the internal reve- 
nue people, be reduced to a 15- or 20-year basis. The larger amount available in 
depreciation would help offset some of the obvious disadvantages taxwise that 
a small-business man is faced with in competition with a larger corporation. 

As a small proprietor of a garage and filling station at The Weirs, in Laconia, 
I am especially aware of the competition that we are faced with by the large oil 
companies. We know that many of the gas stations which they operate are run 
at a loss but at actually no cost to the oil company because of the fact that the 
loss on the particular gas station is a tax loss only and serves to reduce the taxes 
due the Federal Government from the large corporation. A small-business man 
depends upon only one operation for his success or failure and he cannot afford 
to operate his business at a loss even though it might be advantageous to him 
taxwise. If a small-business man loses money, it is of no consolation that his 
taxes are reduced because he doesn’t have any money to pay taxes anyway since 
if he loses money too often he is out of business. 

One matter that is now under consideration, as I understand it, by your com- 
mittee and by Congress, is a method of allowing as a tax deduction money that 
is spent directly for retirement. While we are all grateful for the increase in 
social-security benefits, we also realize that due to the high cost of living our 
social-security payments will not be sufficient to see us through our old age. Most 
of us, therefore, take out insurance of one form or another to cover us when we 
are no longer able to make a living. It is my belief that payments on this insur- 
ance should be allowed as a tax deductions on our income-tax return. 

I have tried to outline to you briefly some of my thoughts in regard to the 
impact of Federal taxation on small-business men. I am sure that you and the 
committee on which you serve are trying to do a good job in the interests of all 
of the people of the United States. I firmly believe that the small-business man 
of America is the last hope of the free-enterprise system throughout the world. 
We are not asking for any handouts or favors from the Federal Government. 
We are asking, however, that our representative in Congress take a long, cold 
look at the inequities resulting from the present Federal taxation system and to 
adjust those inequities so that the small-business man of America can continue 
to flourish and prosper. 

Yours truly, 
EARLE EMMONS. 


STATEMENT oF A. LEIBOWITZ, PRESIDENT, THE SURPLUS STORE OF BERLIN, INC., 
Berxin, N. H. 
SEPTEMBER 20, 1957. 


Hon. Norris Corron, 
United States Senator, Washington, D. C. 
Dear Sir: I regret that I will be unable to attend your hearing on small- 
business problems to be held in Boston, Mass. However, I would like to express 
my views on this matter. 
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No. 1. Eliminate or shorten some of the bookwork necessary to file the follow- 
ing reports: Social security, withholding tax, Federal excise tax, income tax and 
employment security report. 

No. 2. Exempt first $5,000 profit from corporations and companies. This will 
enable the small-business man to plow back some of his earnings into his business 
so that he can expand and grow. 

No. 3. Immediate reduction of corporation tax from 30 percent to 20 percent 
on the first $25,000 profit. 

No. 4. Guarantee or loan outright to small-business men, loans payable over a 
period of 3 to5 years. (Local banks will loan money to small-business men for a 
period of 12 months with a 30-day wait until they can apply for a new loan. This 
works a great hardship on the small-business man and impairs his credit 
standing. ) 

Very truly yours, 
Tue SurpiLus Store, 
A. Letsowit1z, President. 


STATEMENT OF FRED GREEN, NUTTER’S REXALL STORES, SOMERSWORTH AND 
SALMON Fats, N. H. 


EXCISE (SALES) TAXES ON COSMETICS, JEWELRY, LUGGAGE, CLOCKS, AND WATCHES 


I. Collected by the retailer at the point of sale. Obviously a damned nuisance. 
Could this sales tax be collected from manufacturer and price added to invoice? 
(Would suggest that if this is done the legend “00 cents Federal sales tax included 
in retail price’ in not too reticent letters be added to label.) The reason for this 
being that the taxee be made cognizant of the fact that he is paying too many 
taxes. 

II. The retailer has to keep the records. Obviously another damned nuisance. 
He forgets at times to put it down. It is time consuming. (One governmental 
bright boy suggested that we buy a cash register which would keep such records. 
Good idea but that particular register costs, roughly, $750.) 

III. Retailer buys own record books at own expense. (Is a comment neces- 
sary?) It isn’t much but is an added expense and you'd have to be a retailer to 
know how many “added expenses” we have for which there is no return. 

IV. The retailer has to tabulate the collections at various intervals and most 
of us do it at the last minute, at the end of the 3-month period. It takes from 
1 to 4 hours. Another unprofitable expense. Then he has to divide it into 
categories, i. e., cosmetics, jewelry, clocks, and watches, etc. Finally he has to 
reckon the gross sales and taxes in each category. 

V. Finally he has to remit his taxes on time. If he does, nothing is said—no 
“thank you,” no “check received,” no “hello,” no “goodby,” no “go to hell,” no 
nothing. And it has cost him blood, sweat, tears, and money all along the line. 
No mention has ever been made of paying him for his trouble. Perish the 
thought. And if he were elected tax collector in East Hogwash he’d be bonded 
and audited and checked from hell to breakfast. Then if he is 1 day late in 
his remittance, he is fined. (The poor fool should know better. ) 


STATEMENT OF Det M. PITMAN, PRESIDENT, J. C. PITMAN & Sons, INC., 
Concorp, N. H. 
SEPTEMBER 26, 1957. 
Hon. Norris Corron, 
United States Senate, 
Committee on Interstate and Foreign Commerce, 
Washington, D. C. 


My Dear SENATOR Cotton: I should like to thank you for this opportunity to 
present my views regarding small-business problems to the Senate Small Busi- 
ness Committee. 

First, I wonder what actually is a small business. We consider ourselves a 
small business with 35 employees, but doing a $700,000 volume. We are small 
in size counting employees compared to others in our industry (food-service 
equipment) such as Hotpoint, Magic Chef, Toastmaster, ete. Yet we are the 
world’s largest sole manufacturer of deep-fat frying equipment. Packard is 
certainly small when compared with General Motors and Ford. Compared to 
our company they are definitely large. 
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It is my firm belief a small business regardless of comparison within its indus- 
trial field should be measured by the number of employees and its dollar volume. 

During the last several years in all fields of business large corporations have 
developed or have been created by so-called big business. This change in our 
business picture has brought remarkable improvements in products, employ- 
ment, and in fact the complete way of life of the American people. It could 
be more than thoughtless not to appreciate and realize the fact that big business 
financed, developed, and produced the bulk of these many wonderful changes. 

With all this improvement growth and appreciation by some of us this has 
brought with it serious and complex evolution problems for the small business. 
We, as small business, must compete with all business, large and small, within 
our own field and to the greatest extent outside our field. 

We must compete with increasing wages, prices, and costs. We have strong 
competitive problems with personnel (production, clerical, engineering, and 
administrative). Certainly many of these are generally considered increased 
costs which may be passed on through increased prices. That is only a part 
answer to the problem. 

For instance, consider our increased materia] costs and how it affects not 
only our selling price. In 1947 we carried an inventory of steel, 50 tons, at an 
investment of $6,000. Today with the price at 1014 cents per pound the same 
inventory requires an investment of $10,250, an increase of 67 percent. A piece 
of production machinery bought in 1947 costing $4,000 is today selling for 
$6,000. In 1947 if we were carrying $45,000 in receivables the same number on 
our books today would amount to $62,000 in receivables, a further increase 
of almost 60 percent in additional investment of capital. This is all based on 
the assumption that all volumes remained constant. Consider the added capital 
investment burden with increases in volumes of inventory and receivables 
(through increased sales). 

Granted some of this increased burden is covered by past profits (left after 
taxes). Let us even assume all of this burden is covered. Even with that 
assumption, at best we can expect to be at a standoff. Where is the capital for 
new products, engineering, and plant expansion or improvements? (We have 
had to forget the rainy day.) We can thank many of the towns, cities, and 
States that have made capital available for the building of factories and such. 
Certainly it is an inducement to bring a company into that town, city, or State, 
but it is only an inducement because that capital is needed, and that capital is 
not a giveaway. In about all cases the company assumes the obligation with 
interest. Another added cost. 

This capital investment problem is not something that has suddenly come 
upon us, but it is a problem, brought about over the years by inability of the 
small operator under our present tax structure to keep his capital investment 
in step with the increasing requirements to maintain his business competitively 
and sensibly. 

Our administrations, both Republican and Democrats, have long been in com- 
petition with television with giveaway program. Please, let no such thing 
happen with a small-business program. Small businesses have more than sup- 
ported their share of taxes and programs for other fields. It is time now that 
they should be given consideration and action to assist them in overcoming a 
problem. A problem imposed upon them and certainly not of their own choosing. 

May I thank you again for this opportunity and ask, please not another give- 
away. 

Very respectfully yours, 
Det M. PITMAN, President. 


STATEMENT OF SEYMOUR FRIEDLAND, ASSISTANT PROFESSOR OF ECONOMICS, BOSTON 
UNIVERSITY, Boston, Mass., TO UNITED STATES SENATE SELECT COMMITTEE ON 
SMALL BUSINESS, SEPTEMBER 30, 1957 


TAXATION AND THE GROWTH OF SMALL BUSINESS 


Corporate income taxation 


Present tax laws on corporate income provide rates of 30 percent on the first 
$25,000 of taxable income and 52 percent on income in excess of $25,000. There 
have been a variety of bills introduced in the Senate and House calling for 
changes in corporate taxation. They fall into three broad groups. The first 
calls for a lowering of the normal rate with no change in the surtax. An example 
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is provided by recommendation (1) of the Progress Report by the Cabinet Com- 
mittee on Small Business, August 7, 1956, which requests a decline in the normal 
rate to 20 percent. The second type involves a change in both normal and surtax 
rates, usually introducing progressivity into the corporate rate structure. The 
bills presented by Senators Fulbright and Sparkman are examples. The Ful- 
bright bill is only mildly progressive, while the Sparkman bill provides substan- 
tial progression. The third type involves some change in dollar-income exemp- 
tion. These changes may occur in either income exempted from any taxation or 
income exempted from the application of the surtax. 

If the aim of these changes is to encourage small business, the change should 
meet the following general criteria. First, since expenditure requirements are 
to remain unchanged, presumably, there should be no reduction in tax revenue 
flow to the Treasury. Second, within the narrow framework of corporate taxa- 
tion, it would be unwise to shift tax burdens from the corporate universe to 
other sectors of the economy. Third, if the aim is to help small business, we 
should be suspicious of suggestions which also help larger enterprises. On the 
basis of these criteria, the only acceptable type of bill would be one which intro- 
duces progressivity into the tax structure without reducing the flow of tax reve- 
nues. Senator Fulbright’s bill (S. 3129)* and Senator Sparkman’s bill (8S. 4138) 
both fulfill these requirements. As will be seen from what follows, I prefer the 
more progressive structure proposed by Senator Sparkman. 

The present tax rates on corporate income are slightly progressive for incomes 
above $25,000—e. g., a firm earning $100,000 pays 46.5 percent in taxes, while a 
firm earning $200,000 pays 49.3 percent in taxes—but is proportional for incomes 
below $30,000. Senator Sparkman’s bill would have a 5-percent rate for the 
first $5,000, ranging by steps to 55 percent for income over $100,000. It would 
result in lower taxes for all firms earning under $375,000 and higher effective 
rates for all firms earning over $375,000. Fewer than 20 percent of all corpora- 
tions would pay higher taxes if the Sparkman bill were adopted. 


Taz relief and financial problems 

The basic reason for considering tax relief for small business is that smaller 
firms face great difficulties in acquiring both short- and long-term capital. These 
difficulties have been documented by the Department of Commerce as reported 
in the Survey of Current Business, as well as by reports on the cost of floating 
securities by the Securities and Exchange Commission. Present monetary policy 
has been disastrous for small business. Reports made by the Chicago Federal 
Reserve Bank, for example, show that the effect of hard money is to squeeze 
the marginal borrower out of the bank credit market. Thus, it is not surpris- 
ing to find that smaller firms depend upon retained earnings as a source of 
financing to a much greater degree than do larger firms. In their article on tax 
effects, entitled “Effects of Taxes,” appearing in Business Concentration and 
Price Policy (Princeton, 1955), Butters and Lintner showed that from 1931-48 
the retained earnings as a percentage of net worth was much higher for small 
firms than for large. In 1948, for example, firms with assets of less than $50,000 
had 16 percent of net worth as retained earnings, while firms with assets of over 
$100 million had 7.2 percent of net worth as retained earnings, The average 
percentage for all firms in 1948 was 9.2 percent. 

The purpose of the tax-relief proposals is to enable the smaller firm to retain 
a larger amount of earnings, so easing their financing problems. It is very 
important to note that a proportional tax does not have equal effects on all 
firms regardless of size. The smaller firm, with its greater dependence on 
retained earnings as a source of growth, is more adversely affected than is the 
large firm, which can obtain substantial amounts of funds at reasonable terms 
through the regular capital markets. 
Taz relief and investment 

Tax rates have two types of effects on investment activity. Since the tax 
rate lowers the net returns from investment, expected profitability is also dimin- 
ished. For example, assume an investment which costs $1,000 produces a ver- 
petual return of $100 per annum. Without taxes, this investment has a 10- 
percent rate of return. With a 30-percent tax rate, the rate of return drops 
to 7 percent. With a 5-percent tax rate, the rate of return would be 9.5 percent. 
Thus, the adoption of the Sparkman bill would encourage investment for ap- 
proximately 80 percent of all corporations and discourage investment for less 
than 20 percent of all corporations. 

The discouraging effect is actually very slight. For example, take the invest- 
ment case used above. For a firm earning $5,000 the rate of return after taxes 


1S. 3129 and S. 4138 introduced in the 84th Cong. Similar bills introduced in the 85th 
Cong., S. 150 and S. 352 (footnote supplied). 
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would be 7 percent under the present law, but would rise to 9.5 percent under 
the Sparkman proposal. A firm earning $10 million would assign a profit rate 
of about 4.8 percent to this investment under the present law, and, under the 
Sparkman proposal, would have a rate of return of about 4.5 percent. Consid- 
ering the practical difficulties of forecasting the dollar returns of an investment, 
a difference of 0.3 percent is not likely to affect the investment decision. It is 
also obvious that the dollar benefits to the small firm are greater than the loss 
to the larger firm. 

The net gain to the smaller firm from this tax relief increases still more if 
we are willing to acknowledge the validity of the principle of diminishing returns. 
Under this argument, a dollar gained by a firm with few dollars offers more utility 
than a dollar gained by a firm with many dollars. 

The second effect of tax rates on the investment decision is related to risk. 
Firms face considerable uncertainty in forecasting investment returns. Under 
the present, almost proportional, tax law the tax on a gain is about as much as 
the tax reduction of a loss. For small firms—earning less than $25,000—the 
tax effects of gains and losses are identical. 

Under the Sparkman bill, a loss on a particular investment project may bring 
the firm into a lower tax bracket. The effect of this is to make the possibility 
of loss less fearsome than under the present system. For example, if a $5,000 
before tax loss on a particular investment brings the firm from a 7.5 percent tax 
bracket to a 5-percent tax bracket and the firm had beeen earning $8,000 before 
the investment, the loss after taxes would be $4,550. If taxes were proportional 
at 7.5 percent, the loss after taxes would be $4,625. Thus, a progressive tax 
system encourages investment by lowering after-tax loss possibilities. 

However, the knife cuts two ways. Since the realization of a gain would 
put the firm in a higher tax bracket, the aftertax expectations of gains would be 
less than if taxes were proportional. This would tend to discourage investment. 

On balance, the positive effects of the Sparkman bill on the rate of return 
should exceed the negative effect on the expectations of gains. This is so because 
the Sparkman bill not only introduces progression, but it also lowers tax rates 
substantially for most firms. In short, the Sparkman bill should affect invest- 
ment favorably, particularly for firms earning less than $375,000. 

Effects on monopoly profits and the concentration of industry.—To the extent 
that progressive taxation of corporate income enhances the growth of a small 
business and discourages the growth of gigantic firms, the structure of the 
American economy would become less concentrated. 

Further, the high rates would tend to absorb some of the high profits which 
may be the fruit of monopolistic powers. Unfortunately, the high rates would 
punish, not only the monopoly (or oligopoly), but also the firm which manages 
always to be more efficient than its competitors. Since the rate increases pro- 
posed are extremely moderate, the punishment of both monopolists and efficient 
firms would be quite mild and probably are outweighed by the desirable aspects 
of the Sparkman bill. 

Effects on growth.—While we are frequently told that large firms create prog- 
ress, historically much innovation has taken place through the small new firm 
with a good idea. Such a firm may experience losses in its earlier years and 
great profits later on. Presumably, competitive forces would eventually erase 
the profits of innovation. Such a firm would not fare as well under the Spark- 
man bill as under the present rate system. 

There are two ways of treating this problem. The first is by allowing the 
firm to average income over a period of years—13 years is very popular among 
tax-averaging exponents since it is supposed to be the length of a business cycle. 
However, the averaging method presents many administrative complexities. 
The same effect could be accomplished without radical administrative changes 
by allowing more generous loss plus carry-forward provisions. 

Specifically, I propose that tax losses be carried forward for 7 years after 
the first year in which a profit has been earned. Further, losses should be writ- 
ten off using a formula similar to the rapid depreciation formula. A firm having 
a single bad year with a loss of $10,000 could write off $2,500 against the next 
year’s income, $2,140 the year after, $1,785 the third year after the loss, ete. This 
would limit the tax-expected profit rates on investment, so increasing invest- 
ment, and would ease the working capital problems felt by firms in their early 
years. Profit rates would be increased because dollar returns would be shifted 
from late years to current years, and current dollars are more valuable than 
dollars in the future. By lowering the tax drain in the earlier years, working 
capital relief is provided when needed most. 
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Possible loopholes.—As with any tax law, avoidance problems exist. Under 
the Sparkman bill, there would be an advantage to the creation of subsidiary 
corporations, with each subsidiary reporting separately for tax purposes. How- 
ever, this is a problem which is administratively manageable and can be handled 
in a variety of ways, e. g., requiring joint reporting when one firm owns more 
than 50 percent of the stock in another corporation. 

Other avenues.—Income tax relief is but one way in which the small firm can 
be aided. The financial problems could be eased by an extension of the activities 
of the Small Business Administration, a relaxation of the regulations covering 
investment activities of commercial banks which are members of the Federal 
Reserve System, an easing of monetary controls by the central banking author- 
ities, raising the exemption limit for registration with the SEC, ete. Profitability 
of investment could be enhanced by allowing accelerated depreciation formulas 
on secondhand equipment purchases. Also, small corporations may be allowed 
the option of using personal tax rates just as partnerships are allowed to use 
corporate rates. 

Estate-tax problems.—Present estate-tax problems can and have caused firms 
to be dissolved, or seriously weakened, because of large estate-tax payments. 
It has frequently been suggested that the pressure of these payments could be 
relieved by allowing installment payments of estate taxes. The only difficulty 
is that the Treasury may have to borrow funds to cover the drop in tax revenues 
that would occur initially if this change were adopted. This could be solved by 
charging interest charges on estate tax installment payments sufficient to cover 
the additional debt costs incurred by the Treasury. With such a modification, 
the stretchout of estate-tax problems has considerable merit. 
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WEDNESDAY, OCTOBER 2, 1957 


Unitep States SENATE, 
SeLect COMMITTEE ON SMALL BustNess, 
New York, N. Y. 

The committee met, pursuant to recess, at 10: 10 a. m., in courtroom 
35, Federal Courthouse, Foley Square, New York, N. Y., Senator 
George A. Smathers presiding. 

Present : Senators Smathers (presiding), Saltonstall, and Javits. 

Also present : Walter B. Stults, staff director; William J. Erickson, 
tax counsel; Robert L. Weadock, professional staff member; Roy 
Millenson, legislative assistant to Senator Javits. 

Senator Smaruers. The meeting will come to order. 

I would first like to apologize to my very distinguished colleague 
from the Senate who is here to preside this morning, and I am going to 
turn the meeting over to him very shortly, Jack Javits, and say that 
for a country boy to be confronted with these subways and up and 
down these steps, it is a little bit bigger chore than I had anticipated, 
making us a little Jate. But we are sorry about it, and we will start 
right away. 

I would like also, before making a short opening statement, to 
welcome here the very able chairman of the House Judiciary Com- 
mittee, Emanuel Celler, a great public servant from this area who I 
understand will testify before us this morning; and also his counter- 
part on that committee on the Republican side, General Keating, 
who comes from up-State New York. 

Then we also see in the audience this morning the very handsome 
and able Gene Keogh, the only member from this area who serves 
on the Ways and Means Committee, which, as you gentlemen all 
appreciate, is the one committee which originates all tax legislation. 
So it is important and good that he could be here with us this morn- 
ing. 

Then the president of the New York City Council, Mr. Abe Stark. 
We are happy to have him here. 

I might say that this is the fifth in a series of hearings being con- 
ducted throughout the Nation by the Select Committee on Small 
Business concerning the impact of Federal taxes upon the smaller 
firms of our economy. 

Although we are all well aware that there are many and varied 
problems currently confronting the small-business community, these 
hearings will be limited to a consideration of Federal tax matters only. 

A similar program was undertaken by this committee some 5 years 
ago, at which time 7 cities were visited and testimony was received 
from over 100 witnesses. At the conclusion of that study, a unani- 
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mous report was filed with the Senate, setting forth the findings and 
recommendations of the committee. I am happy to say that most of 
the recommendations of that report were subsequently written into 
law, much to the benefit and assistance of small business throughout 
the Nation. . 

I am certain that most of you in this room realize that in these 
times all is not well with the small-business man. It has become 
evident that a number of the ills besetting this highly important seg- 
ment of our economy result from our Federal tax program. 

Once again, therefore, the members of this committee have con- 
cluded that it is necessary to consult directly with representatives of 
American small business in order to obtain their views and recom- 
mendations regarding these problems. 

The purpose of the study is twofold: Initially, we hope to learn 
from you, the spokesmen of small business, and from the committee’s 
own research and study, the extent to which the Federal tax system 
currently imposes an unfair burden upon small business. 

And, secondly, we want the benefit of the views and recommenda- 
tions of you witnesses concerning the various proposals which have 
already been made in the Congress to relieve small business from such 
unfair burdens. 

I am certain that all of you realize that we in Congress must rely 
to a great extent upon the advice and counsel that we receive from you, 
our constituents. 

On behalf of all the members of our committee, at the outset I 
want to thank the representatives of the State and local government, 
of business and trade associations, and labor organizations, and par- 
ticularly you individual witnesses from the small companies, for 
taking the time to prepare your testimony and to personally attend 
these hearings. 

As a result of my service as a member of the Senate Finance and 
Taxation Committee, I feel that I have gained some understanding 
of the annual fiscal requirements of our Government. My informa- 
tion in this field leads me to believe that a modest revenue surplus 
will accrue during the upcoming fiscal year, even though the news 
this morning was not very encouraging. 

I believe that such a surplus should be utilized to alleviate certain 
disproportionate burdens that are being carried by various classes 
of our taxpayers, and particularly the small-business community. 

I further think that an appreciably large number of us in the Con- 
gress are agreed that small-business men must get some assistance 
and must get it right away. 

We have endeavored to schedule representatives of all types of small 
business during these hearings. A number of spokesmen for various 
professional groups serving small business have also been asked to 
testify, as have representatives of local and State governments and 
educational institutions. 

From the testimony of these witnesses, the committee hopes to ob- 
tain a meaningful picture of the specific Federal tax problems facing 
small business today. 

Upon completion of the hearings later this fall, the 18 members 
of the committee will compile a report, setting forth the conclusions 
we have reached as a result of our study, with a view toward drafting 
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an omnibus small-business tax relief bill for submission to the Con- 
gress early in the next session. 

At this time, I want to turn the chair and the meeting over to the 
very able and articulate junior Senator from the State of New York, 
Jack Javits. 

Senator Javirs. Thank you, Mr. Chairman. 

I, too, want to welcome the committee and the witnesses here today 
on behalf of the committee. We are grateful to you for giving us 
your time and attention. 

The chairman has spoken eloquently of what we are facing. Small 
business is in very grave trouble, and we are here to find out what we 
can do about it, in the tax field particularly. It is in great trouble 
by every standard—volume of business, net profits, amount which it 
has available for capital investment, even the fact that the Small 
Business Administration is not yet permanent but has only been 
extended for 1 year, and we urgently need to make it a permanent 
agency. 

One figure I hope all the witnesses will bear in mind is that small- 
business failures increased during the first 4 months of 1957 by 12 per- 
cent over the same quarter of only last year, 1956. 

I think we are facing a real emergency. Those here, I am sure, do 
not believe in the “trickle down” theory for small business. We be- 
lieve in measures which will help small business directly, as the chair- 
man has so eloquently stated. 

So I hope all will feel they are participating in a real and important 
public service in their testimony, and we look forward to it with the 
greatest interest. 

If the chairman will allow me, I would like to call first on probably 
the senior legislator in this whole area, Congressman Emanuel Celler, 
chairman of the House Judiciary Committee. 


STATEMENT OF HON. EMANUEL CELLER, A REPRESENTATIVE IN 
CONGRESS FROM THE 11TH DISTRICT OF NEW YORK 


Mr. Cetter. Mr. Chairman, it awakens within me pleasant emotions 
of recognition to see so many familiar faces here, to see so many 
of my Fisads with whom I have been associated over the years in 
Washington and, more particularly, since all of you are interested in 
advancing the cause of small business. 

I refer in that connection to your good self, Mr. Chairman, and my 
very, very dear and distinguished friend from Florida, Senator 
Smathers, and my worthy colleague on the Judiciary Committee, Ken 
Keating, and my very esteemed friend from this very area, the able 
Representative on the Ways and Means Committee, Gene Keogh, and 
also the president of the New York City Council, Mr. Abe Stark, who 
has taken time off from a very busy schedule and a campaign to come 
here and express his views. 

The hearings being held by this distinguished committee on the 
vital problems of the impact of Federal taxation on small business 
are indeed timely and important. I join with the able chairman of 
the committee in the hope that the present tax study will give rise 
to legislative recommendations, in the form of a comprehensive bill, 
that will offer an effective tax-relief program to the small-business 
segment of our economy. 
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The countrywide exploration and understanding of the issues in- 
volved which this committee is seeking to bring about will, I am confi- 
dent, help to promote the passage of “such legislation when Congress 
reconvenes next year. 

In this connection, I understand that the present phase of the com- 
mittee inquiry concerns the position of the thousands of small busi- 
nesses concentrated in the northeastern seaboard area of the counury. 

Let me first commend to the committee the witnesses who are sched- 
uled to follow. I am sure that their testimony will present a signi- 
cant sectional picture of the difliculties which currently beset the 
small firms whose vitality is of prime importance to the economic life- 
blood of this region. 

In my own district, in metropolitan New York, and in this State 
as a whole, there is an aggregate of over one-half million small-busi- 
ness firms. They form more than one-tenth of the total number of 
small-business units in the entire United States—estimated at up- 
ward of 4 million. 

The proportionate representation of small business in New aan 
further indicated by the fact that for the first 6 months of this ye 
this State had about one-fifth of all the business incorporations in i 
United States. 

As to the comparative size of the small businesses in New York 
State, it is interesting to note that the range extends fr om about 14,000 
firms with 100 or more employ ees on the payroll to 227,000 firms with 
no more than 3 employees.’ 

Little dispute exists with respect to the basic problems affecting 
small business. In addressing a small-business trade association in 
this city almost a year ago, I had occasion to say: 

Small business has been caught in a triple squeeze of disproportionate taxes, 
credit shortage, and monopoly. 


I added that— 


the imbalance cannot be corrected without a stepped-up and determined plan 
of action along a wide front. 


In my judgment, this recommendation applies with even greater 
force today. 





SMALL BUSINESS AS AFFECTED BY THE TREND TOWARD CONCENTRATION 


Let me first refer to some of the basic competitive trends of recent 
years that have compounded the difficulties which many small-busi- 





1 Business Conditions in New York State, Dun’s Statistical Report, August 1957: 
Business incorporations 
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2 Of the 370,000 firms filing the esnurte from which these statistics were bamdines, 23,000 
had from 20 to 50 employees; 47,000 had from 8 to 19 employees; and 61,000 had from 
4 to 7 employees. Pt. 1, U. s. Survey, Country Business Patterns, Department of Com- 
merce and Department of Health, Education, and Welfare, p. 141. 
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ness men now face. These factors form a necessary background and, 
indeed, constitute an inseparable part of the basic problem which 
your committee is examining here today. 

It is indisputable, I think, that the healthy growth of smaller busi- 
ness is an economic necessity for the reason, among others, that the 
preservation of our traditional free-enterprise economy demands a 
diffusion of economic power; it demands a system that relies on 
vigorous competition; a system in which economic activity is con- 
trolled, so far as possible, by the market and not manipulated by a 
handful of men; a system in which prices, output, wages, and other 
rewards depend not on the decisions of a few big-business executives 
but on the independent actions of competing business firms. 

I believe, also, that inherent in the widespread concern for the 
healthy growth of small business is the knowledge that this furnishes 
an important demonstration of the equality of economic opportunity 
that distinguishes a democratic and free society. As has been 
stated : * 

Growing small- and medium-size companies, most of which are closely held, 
play a very important role in our economy. They act as a necessary balance 
wheel to offset the power of big business and big government. Local owner- 
ship of small- and medium-size companies tends to provide a much healthier 
basis for effective community organization than does the absentee ownership 
of large corporations. Independent small- and medium-size companies also pro- 
vide “centers of initiative’ from which many fundamental innovations origi- 
nate; from their numbers an occasional firm expands to the point where it can 
challenge the leaders in its industry and replace those which have grown in- 
efficient over the years. But these points need not be labored at length; the 
continued formation, growth, and continuity of existence of small, independent 
enterprises is generally recognized to be essential to the maintenance of a 
healthy industrial competitive structure—some would even say to the continued 
preservation of political stability and personal freedom. 

The growing control of the market place by the big corporations 
during the past few years gives rise to serious concern. The pre- 
vailing economic climate makes it possible for these great enterprises 
to reap record profits while small concerns find the going increasingly 
hard. 

Thus, during 1955, the biggest corporations had a profit rate of 
about 15 percent, while the smallest group reported earnings of about 
5 percent, one-third as much. Furthermore, between 1952 and 1955, 
the earnings of the small concerns fell off 41 percent while the earn- 
ings of the large concerns increased by 25 percent. 

They are indeed storm signals, and we cannot disregard them. 

The unmistakable trend in industry after industry is in the direc- 
tion of fewer companies of greater size. The most important half 
of American industry continues to present a familiar pattern—where 
not less than 2, or more than 5, large corporations have 50 percent or 
more of the volume of that industry between them. 

The fact is that during the past 4 years small business has found 
itself with a rapidly diminishing share of the Nation’s market. By 
1955. firms with assets of $250,000 or less had suffered a 26 percent 
loss in their share of the market as compared with 1952, while the 
share of the industrial giants rose 15 percent. 


3 J. Keith Butters. John Lintner, William L. Carry, Effects of Taxation, Corporate Merg- 
ers, Division of Research, Graduate School of Business Administration, Harvard Uni- 
versity, 1951, p. 4. 
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In recent years the rising tide of corporate mergers in the industrial 
and banking fields has played a key role in hastening the reduction of 
competition and concentrating economic power in the hands of in- 
dustrial superstructures* In 1956, the number of mergers in man- 
ufacturing and mining set a 26-year record and proceeded at a rate 
4 times that of 1949.5 

Equally significant, large firms are accounting for an increasing 
proportion of acquisitions and mergers. Seventy percent of the ac- 
quiring corporations in the 1955 merger movement had assets of $10 
million or more, and one-third of the acquiring corporations were in 
the $50 million and over asset class. 

Many mergers have injured small firms by making it increasingly 
difficult for them to compete with newly consolidated mammoth cor- 
porations. In a number of instances small-business customers of the 
acquired enterprises have found their sources of supply cut off. And 
frequently small suppliers have found the merged corporation no 
longer needed their products and services because the merged corpora- 
tion itself had become a fabricator. 

Nor can small business find comfort as it watches control of the 
country’s bank credit fall into fewer and fewer hands. The banking 
system of this country has in the past relied for its vitality on vigor- 
ous competition by a multitude of independent banks, locally organ- 
ized, locally financed, and locally managed. 

The merger trend has brought about a substantial shr inkage in the 
number of commercial banks and a concentration of control over the 
Nation’s financial resources which presents a serious threat to the Na- 
tion’s independent banking system and the service it provides inde- 
pendent business. In the period from 1950 through 1956, for example, 





4Data recently supplied the House Antitrust Subcommittee by the Federal Trade Com- 
mission show the following number of industrial mergers for each year since 1951: 
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5The Federal Trade Commission reports the following number of mergers in manufac- 
turing and mining for each year since 1919: 
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over 1,000 of the country’s commercial banks have disappeared by way 
of mergers or consolidations. That is in a mere 6-year period. 

The result is that in each of a majority of the financial centers of 
the Nation a handful of banks control a predominant share of all the 
commercial bank assets of the area. Here in New York City, the 
financial center of the Nation, the 4 largest banks control over 60 
percent of all commercial bank assets, while the 2 largest alone con- 
trol over 42 percent of these assets. 

When the concentration of economic power is permitted to go un- 
checked—whether in the industrial or banking field—pressure on 
small business is inevitably intensified. Economic power is abused | 
and small business is subject to a variety of squeezes. When it is 

t 


















weakened sufficiently, it may be absorbed by the giants. The resulting 
elimination of competition has serious implications for the whole 
economy. 






TAXES AND THE COMPETITIVE STRUCTURE 









Coming now to the impact of Federal tax policy upon this state of 
affairs, it is clear that the revenue laws as they now stand are a signifi- 
cant contributing factor to the trend toward concentration is the busi- 
ness world. As one expert in this field put it: * 

There is little doubt that our tax structure, entirely apart from its specific 
effect on business mergers, tends to impede the expansion of growing enterprises 
as compared with that of large, established companies. In this way it enables 
the well-entrenched, established companies better to withstand the challenge of 
their growing competitors, and thereby helps to maintain and increase existing 
levels of industrial concentration. 

It is my belief that as a corollary to our traditional policy in the 
antitrust field, there is the need to adopt an approach in tax policy 
which would clearly recognize the impact of taxes on the competitive 
structure. 

Thus, the Joint Committee on the Economic Report had this to say 
in its report issued at the beginning of last year: § 

Recognition of the importance of small and new business implies a tax policy 


which prevents tax discrimination against such business units. * * * Differen- 
tial tax treatment * * * may be required in order to offset a disproportionately 





















6 The following table supplied the House Antitrust Subcommittee by the Federal Reserve 
Board shows the annual number of bank consolidations and absorptions for each year from 
1921: 
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7Prof. J. Keith Butters, Recent Trends in Industrial Concentration and Taxation, 
Taxation and Business Concentration, Tax Institute Symposium (1950), pp. 6, 8. 

8 Federal ‘Tax Policy for Economic Growth and Stability, Report of the Joint Committee 
on the Economic Report to the Congress of the United States, January 5, 1956, p. 10. 
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heavy impact on small new firms resulting from application of tax laws geared 
to the taxpaying ability of large, established business units. 

Accordingly, this criterion calls for careful examination of tax proposals in 
the light of their real impact on the relative position of new and small busi- 
nesses in the national economy. * * * It should be recognized that * * * a 
proposal which weakens the competitive position of small and new businesses 
may involve a significant cost in the effectiveness with which other public 
policies can achieve the free competition and atmosphere of economic challenge 
so essential in our economy. 

Now, what are the tax inequities affecting small business? 

Time does not permit a complete inventory of the ways in which 
the present tax laws favor big business and operate to the disadvan- 
tage of small firms. Let me call attention to 1 or 2 illustrative areas 
of discrimination that were reinforced by the 1954 revisions to the 
Internal Revenue Code or were left uncorrected by them. 

The law now permits accelerated depreciation of new capital as- 
sets. Depreciation up to three-fourths of the value of new machinery 
or equipment may now be taken during the same period in which 
previously only one-half its value could be written off. 

However, these liberalized provisions are not available to those 
smaller corporations which are in a position to purchase only used 
machinery. Since, as is well known, small firms are of necessity the 
major purchasers of used plant and equipment, they are denied the 
benefit of the rapid depreciation provisions even though they may 
be in particular need to modernize. 

Again, large corporations with huge financial resources have a dis- 
tinct advantage in their ability to preempt executive and technical 
talent by offering various deferred compensation plans. Their 
smaller rivals find it difficult to follow suit. 

For example, small, closely held corporations find it well nigh 
impossible to meet the statutory requirements of a stock option plan, 
which the big corporation is able to use as a means of supplementing 
the after-tax take home compensation of top personnel. 

The smaller company must, on a comparative basis, pay higher 
salaries to recruit and retain able personnel, while the large corpora- 
tion enjoys a special tax break by virtue of the stock option and pen- 
sion plan devices more readily available. 

These and other specific inequities® which should, of course, be 
corrected, point up the fact that the 1954 revisions in the Internal 
Revenue Code reflect a preoccupation with relief for big business. 

But even more important in the broad context, is the fact that large 
corporations have the ability to shift a large portion of their taxes to 
consumers in the form of higher prices, by figuring taxes as a cost 
item in doing business.”° 





®*The tax advantages available under the revenue laws have been the “‘major reason” 
motivating a not inconsiderable number of sizable mergers. Butters, Lintner, and Cary, 
% cit., p. 1388; Federal Trade Commission, Report on Corporate Mergers and Acquisitions 
(May 1955), pp. 1387-138. Big business should not be offered a tax bonus for effectuating 
mergers and the applicable provisions of the Internal Revenue Code should be amended 
to eliminate this windfall. See Lisbon Shops, Inc. v. Gustave F. Koehler (358 U. S. 382. 
decided May 27, 1957), in which the Supreme Court affirmed that Congress did not intend 
“to give a merged taxpayer a tax advantage over others who have not merged.” 

3®©In studies presented before the Joint Committee on the Economic Report by Prof. 
R. A. Musgrove of the University of Michigan, it was estimated that corporations pass 
one-third of their corporate income taxes to consumers and one-eighth to wage earners in 
the form of lower wages than they would otherwise be receiving. Theodore J. Kreps, 
professor of business economics at Stanford University, believes that the amount of taxes 
shifted to consumers and wage earners may be twice as large as Dr. Musgrove’s estimate 
or “conceivably all.”” Theodore J. Kreps, Taxes and the Human Factor, Public Affairs 
Institute, 1951. 
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This expedient may be resorted to particularly in those industries 
dominated by one or a few corporate giants where competition does 
not operate to hold prices down. 

Small corporations, on the other hand, can hardly follow suit. 
They are too numerous, and generally no single one is in a position to 
exert substantial control over prices in its industry. 

Of comparable significance is the ability of big business to act as 
a self-insurer on business risks under our present tax system. If big 
business develops a new product or opens a new branch, the risk is 
substantially reduced, because any loss can be offset against profits 
from existing products or existing branches. 

Big business can and does diversify, sometimes to almost unbeliev- 
able lengths. Small business, on the other hand, has one or only a few 
products and probably one place of business. 

New business risks for small business are frequently all or noth- 
ing—any loss, although deductible, finds nothing against which to 
be deducted. 

What about tax relief for small business ? 

Against this background, I urge congressional enactment of a meas- 
ure which, I believe, goes to the heart of the matter so far as unwar- 
ranted tax pressure on small business is concerned. 

As I stated last December, I believe, as a minimum program, that 
the internal-revenue laws should be amended to provide graduated or 
progressive corporate income-tax rates." I believe that the Congress 
cannot act any too soon to place this principle into operation. 

Surely, there can be no dispute about the fact that small companies 
have traditionally financed expansion by plowing back earnings. 
After surrendering 52 percent of his profits over $25,000 to the tax 
collector, the small-business man today has proportionately far less 
than the big company to invest in research, cost-cutting equipment, 
and plant expansion. 

For most growing companies, there comes a point at which they 
have run out of available owner’s savings and the funds of friends 
and relatives. Yet these firms have not reached the point at which 
they are able to attract equity funds through long-term borrowing in 
the securities market at anything but prohibitive cost. 

Short-term credit, even at high interest rates, is admittedly insuffi- 
cient under present tight-money conditions. Thus, small business 
in these straits has no choice but to place primary reliance on retained 
earnings, which form its only reasonable source of new capital. But, 
as the law now stands, the tax demands on the small company serve 
to forestall the internal financing vitally necessary to growth. 


“In this connection, the observations of the Joint Committee on the Economic Report 
are noteworthy : 

“* * * it is a widely held view that small and new businesses have limited access to 
credit and equity capital from external sources as compared with larger, better estab- 
lished firms. The growth requirements of small and new companies frequently involve 
more extensive reliance on internal resources, particularly retained earnings, than in the 
case of other companies. A corporation income-tax rate structure which does not unduly 
limit the financial resources required to finance the growth of large, established com- 
panies, therefore, may prove extremely burdensome in this respect for small and new 
companies. A greater differential in effective rates applicable to small and large corpo- 
rate taxpayers should be given careful consideration.” Federal Tax Policy for Beonomie 
Growth and Stability, Report of the Joint Committee on the Economic Report to the 
Congress of the United States, January 5, 1956, pp. 10-11. 

2 J. Keith Butters, op. cit., pp. 6-8. 
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These are the facts, and they are inescapable. They are attested 
to by practical businessmen and by students of economics. Indeed, 
they were given full weight by the political platforms of both parties 
during the last election campaign, together with a promise of ade- 
quate legislative relief. Indeed, 1 helped write such a plank in the 
Democratic platform. 

While there are other areas in which small-business men are seek- 
ing tax adjustment, I believe I speak their need when I say that re- 
duction in the amount of corporate-income tax is of paramount im- 
portance. Without this, other so-called relief measures become mere 
palliatives. 

For that reason, I endorse the bill proposed by the chairman of 
your committee, Senator Sparkman, which employs the graduated 
concept and would establish corporate-income brackets with the tax 
rate st arting at 5 percent on the first $5,000 of net income and increas- 
ing in 7 graduated stages for successive brackets, with a top rate of 
52 percent on all net income over $100,000. 

I am in emphatic agreement with the sponsors of this legislation, 
that it is the most promising of all the small-business tax-relief bills 
currently before Congress because it brings the greatest measure of 
relief to the smallest corporations, the ones who need it most. 

Thus, the corporation whose income is $100,000 would pay about 
17 percent less than under present rates; the corporation with a tax- 
able income of $25,000 would pay 40 percent less; and corporations 
with an income of $5,000 would receive a tax cut of some 83 percent. 
This last category, by the way, embraces about 47 percent of all cor- 
porations reporting net income. 

I would agree with Senator Sparkman’s proposed modification. 

namely, that the top rate be 52 percent—on all net income over $100,- 
000—instead of 55 percent, as originally provided in S. 352. This 
change would avoid any tax increase, even in the highest corporate- 
meome brackets. 

Although it has been stated that the proposal would entail a 
revenue loss to the Government of about $900 million a year, I shink 
it probable that, in the long run, the measure might not Yesuit in any 
loss of revenue because of the stimulation of business activity that it 
would occasion.* 

Also deserving of attention is a somewhat more modest measure, 
S. 150, that was introduced by the distinguished colleague of you 
gentlemen, Senator Fulbright, in the 84th Congress and again in 
the present Congress. 

Under that bill, the present normal-tax rate of 30 percent on all 
taxable corporate income and the surtax rate of 22 percent on taxable 
income in excess of $25,000. would, in effect, be transposed and 22 per- 
cent would become the normal tax and 30 percent the surtax. How- 
ever, to prevent loss of revenue, the bill would add an additional 1 
percent to arrive at a 31-percent surtax. 

In essence, the Fulbright bill would reduce the Federal tax burden 
on all corporations which have less than $225,000 in taxable income. 


— Donham, Whither Small Business, Harvard Business Review, March—April 1957, 


. 48. 
4 Hearings before the Committee on Finance, U. S. Senate, 85th Cong., 1st sess., on 
H. P 4090, p. 33. 
15 Ibid. 





TAX PROBLEMS OF SMALL BUSINESS 455 


However, the downward revision would be far less than provided by 
the Sparkman bill, particularly with respect to incomes of $100,000 or 
less.7° 

I find little cogency in one of the main contentions advanced by 
critics of the Sparkman and Fulbright proposals, who argue that 
these measures grant relief to only the small percentage of business 
taxpayers who are organized as corporations. Such critics ignore the 
fact that the benefits of a tax reduction would be widely available m 
view of section 1361 of the 1954 Revenue Code which permits any part- 
nership or proprietorship to elect to be taxed as a corporation. 

I regret that the administration sees fit to oppose both of these meas- 
ures, notwithstanding that the Fulbright bill is similar “in principle 
and in technique” to the leading recommendations for tax revision set 
forth on August 7, 1956, by the President’s own Cabinet Committee 
on Small Business.” 

It will be recalled that the Cabinet Committee’s recommendations 
on this score were soon translated into a campaign promise to smal] 
business, and the Republican platform. specifically endorsed the rec- 
ommendation for a reduction Sroin 30 percent to 20 percent in the tax 
rate on corporate incomes up to $25,000."* 

I have examined the tax bill recently introduced in the House by 
Representative Hill on behalf of the administration in apparent im- 
plementation of the President’s letter of July 15, 1957, to Chairman 
Cooper, of the House Ways and Means Committee. 

This bill, H. R. 8818, which apparently represents the high water 
mark of the administration’s program for tax aid to small businesses, 
closes the door upon any rate reduction. 

While H. R. 8813 is unobjectionable as far as it goes, I must chal- 
lenge the claim made by its sponsors that it provides “the proper kind 
of tax relief so badly needed by small business.” 

The bill is silent on the crucial issue of a reduction in income tax 
rates, and that is the crux of the matter.” 

Before concluding, I wish to endorse the objectives of four other 
bills under consideration by this committee: 

1. S. 348, which would grant the taxpayer the option of payin 
estate taxes over a period of up to 10 years without any showing o 
hardship. In cases where the estate consists largely of investments 
in elanely held business concerns, this would help to prevent forced 
sales to raise funds for taxpayments and would ease the pressure to 
enter into a merger. 


16 Td., at pp. 6—7, 35. 

17 Congressional Record, No. 129, July 22, 1957, pp. 11099, 11101. 

18The Wall Street Journal, October 22, 1956. 

1° The measure provides: 

1. That small firms be given the right to utilize for purchases of used property the 
formulas of accelerated depreciation that were made available to purchasers of new prop- 
erty by the 1954 Internal Revenue Code. 

2. That small, closely held corporations with 10 or less stockholders be given the option 
to be treated as partnerships or proprietorships for tax purposes. 

38. That taxpayers be given the right to pay estate taxes in installments over a 10-year 
period where the estate consists largely of investments in closely held concerns. 

4. That investors in small-business firms be given more liberal tax treatment for losses 
incurred from stock investments in those firms. 

In testifying before the Senate Finance Committee in March 1957, former Secretary of 
the Treasury Humphrey stated that he opposed any “special relief provisions for particular 
groups of taxpayers which will dissipate our tax revenues.” 

This objection would appear to apply in some measure to the provisions of H. R. 8813. 
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2. S. 349, which would permit certain small corporations to elect 
to be taxed as a partnership, thus permitting firms with not more 
than 10 stockholders the advantage of the corporate form without in- 
curring any tax disadvantages. This option would serve to remove 
the double taxation of distributed profits, and would also eliminate 
the penalty surtax on surplus accumulations. 

3. S. 350, which would permit the proprietor of an unincorporated 
business to be treated as an “employee” under a qualified pension, 
profit-sharing or stock bonus plan, thus correcting an obvious inequity 
under the law which now grants this right to the sole stockholder of 
a corporation who is also an officer of the corporation. 

I am very glad to note also, parenthetically, that a bill of similar 
import has been offered in the House by our distinguished colleague 
and my very esteemed friend, Representative Gene Keogh, who is here 
now, H. R. 910. 

4. S. 351, which would extend the privilege of accelerated deprecia- 
tion deductions to limited purchases of used property, thus correcting 
an inequity I discussed earlier. 

So much for the technical side. I want to deal for just a moment 
with the human side. 

As this committee well knows, much has been spoken and spread on 
the printed page in the past few years about the worsening plight 
of small business in the postwar world and the need for corrective 
measures along several fronts. 

The Halls of Congress have echoed with this subject; the congres- 
sional hearings and the reports on our shelves are voluminous on this 
subject. I fear, however, that sympathetic words may come to be re- 
garded in some quarters as a substitute for effective action. Consider 
that in the first half of 1956 alone, business failures, mostly small 
business, as was reported here by the chairman, Senator Javits, in 
the early part of these hearings, were 15 percent higher than for the 
similar 1955 period—and were at the highest level since 1940. 

These are not merely statistics found between the covers of an 
economic report, but represent the dramatic story of human success 
or human failure. 

Promises to small-business men of better things to come will not 
help them to cope with the demands of creditors; will not furnish the 
wherewithal for expansion; and will not provide the requisite elbow- 
room as against the sometimes crushing weight of giant competitors. 

Action is needed, and that is why I urge that all of us who are vitally 
concerned, bend every effort to achieve this goal—a drive toward early 
congressional action in 1958 to provide meaningful legislative assist- 
ance, including essential tax relief for the independent small-business 
man. 

Senator Javrrs. Thank you, Mr. Celler, for your very fine state- 
ment. 

Mr. Cetter. Thank you. 

Senator Javits. Especially as it is so thoroughly documented, which 
is the way you always do things, and has the tremendous weight of 
your prestige as the chairman of one of the most important committees 
of the Congress. 

I think the committee and all small-business men must be grateful 
that your strong right arm will be helping them in this fight. 
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Mr. Cevier. Thank you. 

Senator Javirs. Are there any questions by any of the committee 
members ? 

Senator Smarnuers. I would just like to ask one question. 

First, I want to endorse what Senator Javits has said with respect 
to the statement. It is a marvelous statement, and I am sure it is 
going to be very helpful to the committee. 

We hear a lot of people say that the reason we do not have tax re- 
duction of any kind is because it is inflationary, and that inflation is 
even a greater evil than possibly the loss of some small-business con- 
cerns to our economy. 

I wonder if you would mind commenting just a moment, giving us 
your views on whether or not you believe that the resulting inflation 
which might be the effect if we adopted such a relief for small business, 
whether or not the evils of that outweigh the good which could be ac- 
complished by giving relief to small business. 

In other words, weighing those two, which do you think is the more 
important ? 

Mr. Creuter. I think the very last segment of your question is self- 
evident, and is almost an answer, although in a question form. 

It may be somewhat inflationary to reduce taxes, because you give 
to the taxpayer additional funds with which to buy things, which 
would naturally create a greater demand for goods and naturally 
might have a tendency to increase the price for those goods. 

But, as you very properly state, it is only a case where you weigh 
equities against the inequities. You have got to do that all the time. 
When you weigh the very slight inflationary effect which reduced 
taxes would have, as against the great advantages that you would 
have in this fight against intense concentration, in this fight I have 
outlined here this morning, which would be a great advantage to 
small business, I think that the conelusion is inescapable that for 
the sake of that little inflation we must help small business in the 

way indicated. 

Senator Smatuers. I thank you, sir. 

Senator Javirs. Senator Saltonstall ? 

Senator SaLronsTaLu. Mr. Celler, I am sorry I did not hear all of 
your statement, but I have read it through and I heard the end of 
it, and I would ust like to ask you one question : : 

On page 11, the end of the first paragraph 

Mr. Ceiter. What page is that, Senator? 

Senator SatronsraLL. Page 11. You mention the difficulty of ob- 
taining new capital. LTagree. (See p. 453.) 

Now, is not the greatest need of small business today, to help main- 
tain its position, to get new eapital? And if the Congress made it 
possible to retain earnings, with certain limitations, would that not 
be really the most helpful thing we could do? 

Mr. Crtier. No doubt about it. No doubt about it. 

Senator Satronsratu. And that would be the one thing, as I see 
it, which would be less subject to various contentions on various sides 
and various difficulties that might arise. 

Mr. Ceiuer. I think so. And the program that is involved in the 
Sparkman bill which I mentioned—there are companion bills in the 
House, likewise—I think also provides that there shall be no change in 
the level of taxes on larger corporations, so they will not be placed in 
a position where they could do any griping. 
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I think we can get a bill like that through. I think the country, I 
think the temper of the country, would be receptive to a bill like that, 
except there would be a loss of revenue. 

Senator Sauronstaui. Now, that is what we have to—there may be 
other ways to compensate for that loss. But, as I said in my state- 
ment, if there was a loss estimated at $900 million, I think the ac- 
celerated business that would result might offset that amount. 

Mr. Ceuier. Yes, sir. 

Senator Sarronstatu. Thank you, Mr. Celler. 

Senator Javits. Mr. Celler, I had just one question to ask you, just 
to sharpen up the thesis: Would you condition the tax relief afforded 
the small business by the Sparkman or another bill, upon the reten- 
tion of the earnings which would result in the small-business treasury 
for capital purposes, or would you allow them to use it as they pleased, 
that is, to pay out in the way of profits or to retain them or do what 
they wish ? 

Mr. Crtter. Well, I would prefer that they keep it in the business 
as capital. I do not know how you could force them to do it, but I 
think the tendency would be for them to do so. 

Senator Javirs. In other words, you do not think we would need 
to make any special condition on the subject ? 

Mr. Cetier. I do not think you need it because, as the Senator from 
Massachusetts said, there is such a tremendous requirement to get 
additional capital that it would answer itself. 

Senator Smaruers. One question right in line with the question of 
the Senator from New York. Do you think such a proposal as he 
suggests in his question, that we allow small business to retain earn- 
ing for investment in expansion, do you think that might encourage 
uneconomical expansion on the part of small business? Do you think 
it might result actually in an uneconomically operated small business? 

Mr. Cewter. Shall I say that is always a calculated risk. Small 
business may not have the acumen, may not have the wisdom to invest 
properly or expand properly. We always have that. That is a 
chance we have to take. 

Senator Javirs. Do you wish to ask a question ? 

Mr. Hersert Barcuorr. My name is Barchoff. 

I would not ask a question, but I would like to supplement his 
answer to the question that was asked regarding whether it would be 
inflationary. 

Senator Javits. Mr. Barchoff, we would prefer to have you do that 
when you appear as a witness. 

Mr. Barcuorr. Thank you. 

Senator Javits. Unless you have a question. If you have a ques- 
tion, you may put it through the Chair. 

Mr. Barcuorr. Thank you. 

Senator Javrrs. Thank you very much, Mr. Celler. We certainly 
appreciate your remarks. 

Mr. Cetter. Thank you. 

Senator Javirs. May I for the record introduce our colleague, Sen- 
ator Saltonstall, of Massachusetts, who is here to participate in con- 
ducting this hearing, a most distinguished and welcome Member of 
the Senate, and say, too, that I am very grateful to my colleagues, 
both of whom are senior to me, in allowing me to preside here today 
because this is my home place. 
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I should also like to introduce the others who are here to help in 
the committee’s work. 

Our staff director, Walter B. Stults, who is sitting at the extreme 
left next to Senator Saltonstall; Robert Weadock, of our professional 
staff, who is sitting in front of me to my left; and the tax counsel for 
the committee, Mr. William Erickson, sitting on my right; and my own 
legislative assistant, sitting at the lower dais there to my right, Mr. 
Millenson. 

Our next witness will be Congressman Kenneth Keating, of New 
York, the ranking Republican member of the House Judiciary Com- 
mittee. 


STATEMENT OF HON. KENNETH B. KEATING, A REPRESENTATIVE 
IN CONGRESS FROM THE 38TH DISTRICT OF NEW YORK 


Mr. Keatrnc. Mr. Chairman and members of the committee, I want 
to express my gratitude to the chairman and to the gentleman from 
Florida for the very cordial greeting which they both extended to me 
this morning. 

It is a great pleasure and an honor to appear before this distin- 
guished committee, which is performing such an important ps in 
taking testimony around the country as to the problems of small busi- 
ness, with particular reference to the tax problem. 

I have been enjoined to make my remarks brief, and I know that 
you have many other witnesses, and with your permission, Mr. Chair- 
man, may I shorten my statement and ask that the statement in full 
be incorporated in your minutes as a part of the record ? 

Mr. JAvrrs. I am very grateful to the Congressman for that idea. 
He is very experienced in conducting hearings. And may I announce 
to all witnesses that the committee will consider every written state- 
ment as a part of the record, and suggest that witnesses summarize or 
comment upon their statements. We will read or have them read. 
They will be part of the record. You need not read them when you 
testify. 

I thank Congressman Keating for that suggestion. 

Your statement will be included at this point in the record as a 
part thereof, without objection. 

(Congressman Keating’s prepared statement follows :) 


STATEMENT OF REPRESENTATIVE KENNETH B. KEATING (REPUBLICAN, OF NEW 
YorRK) ON IMPACT OF FEDERAL TAXATION ON SMALL BUSINESS 


Mr. Chairman and members of the committee, I appreciate very much the op- 
portunity to appear before you this morning to present my views on possible tax 
changes for our small businesses. Perhaps no single segment of our economy is 
in greater need of special benefits nor more deserving of special assistance than 
are our small businesses. 

I congratulate the committee for seeking grassroots thinking on this problem. 

Traditionally the independent businessman has formed the backbone of our 
economy. The wide-open road to success and the opportunity of every individual 
to get ahead on his own merits and through his own initiative and toil—these 
are integral parts of the American way of life and the American way of doing 
things. We must do all in our power to see that the more than 4 million small 
business firms in this country are given a fair break and are granted every chance 
to flourish in an increasingly complex, competitive, and expanding economy. 

Generally speaking, the fortunes of small businesses rise and fall with the 
fortunes of the economy at large. When production, employment, and incomes 
are on the upswing, as in recent years, most small businesses share in the ex- 
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panding economy. But when business activity lags, small businesses often suffer 
severe reversals and, because of their limited capital, are liable to be the first 
to go under. 

In numerous ways the Federal Government can help to encourage a healthy 
economie environment for small business. Several departments offer special 
services for them. Great efforts have been made to assure small businesses a 
fair share of Government contracts. The Justice Department has been most vig- 
oreus and successful in curbing monopolies which might strangle the existence 
of our independent businesses. The Federal Reserve Board has announced 
plans to make an 18-month study of small-business financing problems which 
can prove very helpful. 

The Small Business Administration has been established, the first peacetime 
agency ever devoted exclusively to the problems of small businesses. Through 
a broad program of counseling and financial assistance, and through procure- 
ment and technical aid, the SBA has contributed greatly to the success of this 
vital segment of our economy. 

In addition, President Eisenhower has created a special Cabinet Committee 
on Small Business, composed of top Government officials conversant in the field, 
to pursue a continual study of the problems of small business. They have rec- 
ommended directly to the President a number of steps helpful to the expansion 
and growth of small businesses. 

Mr. Chairman, these are all commendable, worthwhile, and essential policies 
which, through their vigorous application, can go a long way toward assuring 
our small enterprises a fair share of the Nation’s business. However, the prob- 
lem which concerns us primarily today—taxation—is somewhat less directly 
affected by these governmental activities. 

The increase in Federal taxation in the last quarter-century has intensified 
the timeless small business problems of organization, survival, and growth. 
Because they do not have the funds or the access to public markets for capital. 
the burden of taxes today prevents many independent firms from plowing 
enough of their profits back into their businesses. 

It is true that substantial gains were achieved by the revisions of the 
Internal Revenue Code in 1954. Elimination of the excess profits tax, reduction 
of individual income taxes, enlarged depreciation allowances, reduction of the 
donble taxation of dividends, extension of the period of loss carryback, and the 
authorization to treat research and development outlays as current expense—all 
of these have proven of great help to small-business men. 

Now, everyone wants to help small business. The problem is how to achieve 
significant gains for that part of our economy Without upsetting the delicate 
and necessary fiscal balance of our economy. 

At a time when the Nation walks the tipsy tightrope between inflation and 
recession, at a time when the budget must be kept balanced in order to main- 
tain the Nation’s fiscal integrity. we must be extremely careful that we do not 
seriously impair the influx of revenue into the Federal coffers. It appears cer- 
tain that a major reason for the unprecedented prosperity this Nation has 
enjoyed in recent years is due in large part to the ability to maintain a balanced 
budget. Any moves which threaten to upset that balance must, therefore, be 
approached with the utmost caution. 

The inevitable question which must be considered when you talk about tax 
reductions is, of course, how we are going to make up the lost revenue. As one 
who feels very strongly that relief is needed for small business and who also 
feels that we must maintain a balanced budget, I hope new means will be 
sought to fill any void which might result from tax cuts for small business. I. 
for one, have long felt that a good source would be to reconsider the excessive 
depletion allowances now being enjoyed by the big gas and oil companies. 

Clearly, it is the fear of undue cutting of tax revenues which has led the 
administration and Congress to move cautiously in this field. It is my opinion 
that perhaps we have all been too conservative, too concerned with possible 
reductions in revenue, and have failed to see the long-range benefits which can 
result from tax benefits for small businesses. 

Now, all of us know the Treasury Department has consistently opposed any 
tax relief measures which would cost the Government money. In so doing, 
they are properly exercising their guardianship of the Nation’s coffers. But 
there are also other pertinent economic facts of life to which we must face up. 

One is that sellouts, mergers, and related acquisitions are increasing, par- 
tially as a direct result of the high Federal tax structure. The merger trend 
is a disturbing phenomenon in our economy and if it remains unchecked, it can 
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cause the pendulum to swing all the way in the opposite direction and drive the 
Nation to state socialism. In many cases mergers are effected simply to minimize 
Federal taxes. No economic purpose is served. 

If the number of mergers were lessened, the Government would gain in tax 
revenue and our whole economy would be a great deal healthier. 

One positive way to discourage mergers is by making the small business tax 
structure more equitable. 

Also, let us never forget that it does not necessarily follow that a reduction 
in taxes will mean less revenue take. Oftentimes it turns out that just the 
opposite is true. 

These hearings can serve a most useful purpose in providing the hard core 
of data needed to formulate legislation which can benefit small-business men, 
while at the same time protecting the fiscal integrity of the Treasury. 

I commend to your attention eight proposals. Although these are not sensa- 
tional panaceas for the ills of small business, they are a step in the right direc- 
tion and can provide substantial relief without seriously curtailing current 
governmental revenues. 

The first proposal is to give businesses the right to use accelerated deprecia- 
tion formulas for purchases in any one year of used property costing not over 
$50,000. The 1954 Internal Revenue Code revision granted this privilege in 
connection with the purchase of new property, but is silent as regards used 
property. Experience has shown that many small businesses, because of limited 
capital, must often begin operation by buying old machinery and other used 
goods for use in their enterprises. By authorizing the use of formulas of acceler- 
ated depreciation for limited purchases of used property, we can move surely 
toward improving the financial position and success prospects of small busi- 
nesses. I should like to add and emphasize that this privilege should be avail- 
able for all enterprises, whether or not they are incorporated. 

Secondly, serious consideration should be given to authorizing closely held 
corporations—say those with 10 or fewer stockholders—to choose whether they 
wish to be taxed as corporations or as partnerships. Under the present law, 
many small businesses find the added burden of corporate income tax too heavy 
to overcome the normal advantages of the corporate form of business structure. 
By giving them an option as to the paying of taxes, we can encourage smaller 
firms and at the same time allow corporations the same option now permitted 
certain partnerships. 

A third proposal is to allow taxpayers to pay estate taxes over a period of up 
to 10 years if the estate consists principally of investments in closely held 
enterprises. The present heavy estate tax is an important factor causing many 
of the mergers all of us are concerned about. 

The present law’s hardship requirement for deferring payment of the estate 
tax up to 10 years does not provide any assurance to the taxpayer that his 
claim will be recognized, nor does it provide relief when assets can be sold at a 
fair price. This applies even though the sale leads to a merger or dissolution 
of the firm. 

In order to eliminate these difficulties and help to discourage mergers, the 
taxpayer should be allowed to choose between paying the estate tax immediately 
or in installments over a period up to 10 years, whenever the estate involved 
is made up largely of investments in very small business concerns. If the tax- 
payer elects to extend his payments over a number of years, he should be charged 
a moderate rate of interest as presently provided for in hardship cases. 

In this connection, I would also commend for your consideration setting a 
specified maximum amount in order to limit the installment option for estate 
taxes. This would prevent abuse of what is, after all, a special privilege granted 
by the Federal Government. 

A fourth proposal to aid small businesses is one to strike at the basic problem 
of many firms—that of attracting venture capital. Under this plan, investors 
would be allowed to deduct from their ordinary incomes a limited amount of 
losses incurred from investments in small businesses. I hope this committee 
will be able to determine, from its hearings and deliberations, just how much loss 
should be allowed as a deduction. 

A fifth—and admittedly more controversial—proposal would reduce the normal 
corporate tax rate from the present 30 percent to, say, 20 percent, for firms earning 
up to a certain amount each year. Proposals as to what that limit should be 
have ranged from $25,000 a year on up. I am inclined to favor applying the re- 
duction to firms earning up to $150,000 a year, and trust this committee will 
gather pertinent data along this line. 
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A reduction in the tax rate for the smaller firms would increase their resistance 
to sellouts and mergers, would encourage the adoption of the corporate form of 
doing business, would help them retain earnings for financing expansion, and 
would generally encourage the formation of new businesses. 

There is one point I should like to stress as strongly as possible in connection 
with these and all other small business tax relief proposals. That is, that as 
you consider various plans, you give full consideration to granting tax relief 
to partnerships and individual proprietorships, as well as to corporations. It 
must be remembered that about 85 percent of our small firms fall into this unin- 
corporated category. Only by giving them equitable tax relief can they be fairly 
dealt with and can all the economy prosper. Otherwise, we would be discriminat- 
ing against certain firms simply because they have not, for one reason or an- 
other, chosen to adopt the corporate form of business. I think there is a very 
real danger in overlooking the nonincorporated firms and trust this committee 
will constantly keep them in mind as these hearings progress and your recom- 
mendations are formulated. 

A sixth suggestion worthy of thorough study is to allow exemptions on the taxa- 
ble income of independent businesses for plant expansion, modernization, and im- 
provement. By authorizing scaled deductions, with varying exemption rates 
based on the amount of income of the business—for firms earning perhaps less 
than $150,000 a year—they would be given a great incentive to broaden the scope 
of their operations and production. It could prove a great boon to the small 
operator anxious to expand his plant. 

Seventh, consideration should be given to increasing the exemption ceiling 
from corporate surtaxes to firms earning up to $150,000 a year, and replacing 
the lost revenue by increasing the surtax rates at levels above $150,000. Ac- 
cording to my information, this would prove most helpful to many of our smaller 
firms and would not unduly hinder the larger, more prosperous firms who would 
be subjected to the increased rate. 

Finally, exemption from estate taxes should be allowed for the “goodwill” 
of a firm. This will act as an incentive for a smaller firm to continue business 
after the death of one of its principal owners, which, under the present Internal 
Revenue Code, has come to be a surprisingly important problem. 

We cannot, in view of the necessity for maintaining a balanced budget, try 
to go too far too fast. But at the same time we should not timidly hold back just 
because there will be slight revenue reductions immediately due to the granting 
of special tax benefits. What must be done is to formulate sound and hard- 
headed legislation which can grant adequate relief without upsetting the neces- 
sary balance. 

It is my firm belief that tax reduction for small businesses will eventually 
pay off in increased tax revenues. By giving them a tax break, I believe in the 
long run our small firms, stimulated, expanded, and encouraged by increased 
working capital and growth funds, will more than repay immediate losses. 
I have great faith in the ability of all Americans to get ahead today as they 
have traditionally done—if they are given a fair chance under the now onerous 
tax structure. 

At the same time, I believe we must move heaven and earth to discourage 
the present trend toward mergers and sellouts which threaten to break the 
backbone of our economy and turn it into a scene dominated by the larger firms. 
The excellent work of the Justice Department in the antitrust field must be 
complemented by changes in our tax structure which will discourage sellouts 
and mergers and will encourage the development and prosperity of our small 
businesses. 

Although great strides have been made in recent years to help the small- 
business segment of our economy, much more needs to be done if we are to 
maintain a vigorous system of free and competitive enterprise. However, any 
sound program must be grounded on the premise that the Government has an 
important obligation to collect taxes sufficient to pay its bills. We must avoid 
unfair restrictions on large companies which have succeeded through honest 
competition. And, we must continue our vigorous efforts to get Government 
out of business. 

Although over all revision of our tax laws relating to small businesses must 
eventually be achieved, such is not possible under our present budgetary situa- 
tion. With that thought in mind, I believe we can and must move forward 
with tax benefits on a piecemeal basis, at least. 

The narrow line between success and failure—be it in the field of business 
ventures or in the field of governmental fiscal integrity—is a tenuous and ter- 
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ribly hard one to draw. But that is partially the task of this committee. 
I wish you success in your efforts to insure just treatment for small businesses 
which are, after all, the solid bedrock of the American economy. 

A sane and significant small business tax structure can insulate our economy 
against the dangers to the independents inherent in modern day business, and 
can create the business climate so necessary to stimulate increased employment 
and production—the conditions so essential to the optimum functioning of our 
free enterprise system. 

Mr. Keating. Everybody wants to help small business. The prob- 
lem is how to achieve significant gains for that part of our economy 
without upsetting the delicate and necessary fiscal balance of our 
economy. 

At a time when the Nation walks the tipsy tightrope between in- 
flation and recession, at a time when the budget must be kept balanced 
in order to maintain the Nation’s fiscal integrity, we must be extreme- 
ly careful that we do not seriously impair the influx of revenue into 
the Federal coffers. 

A major reason for the unprecedented prosperity this Nation has 
enjoyed in recent years is the ability to maintain a balanced budget. 
Any moves which threaten to upset that balance must therefore be 
approached with the utmost caution. 

‘Lhe inevitable question which must be considered when you talk 
about tax reductions is, of course, how we are going to make up the 
lost revenue. 

As one who feels very strongly that relief is needed for small 
business, and who also feels that we must maintain a balanced budget, 
1 hope new means will be sought to fill any void which might result 
from tax cuts for small business. 

I, for one, and I realize this is a controversial suggestion, but I 
have long felt that a good source would be to reconsider the exces- 
sive depletion allowances now being enjoyed by gas and oil com- 
panies. 

Clearly, it is the fear of undue cutting of tax revenues which has 
led the administration and Congress to move cautiously in this field. 
It is my opinion that perhaps we have been too conservative, too con- 
cerned with possible reductions in revenue, and have failed to see the 
long-range benefits which can result from tax benefits for small busi- 
nesses, 

Sellouts, mergers, and related acquisitions are increasing, partially 
asa direct result of the high Federal tax structure. 

The merger trend is a disturbing phenomenon in our economy, and 
if it remains unchecked it can cause the pendulum to swing all the 
way in the opposite direction and drive the Nation to state socialism. 

In many cases, mergers are effected simply to minimize Federal 
taxes. No economic purpose is served. 

If the number of mergers was lessened, the Government would gain 
in tax revenue, and our whole economy would be a great deal healthier. 

One positive way to discourage mergers is by making the small- 
business tax structure more equitable. 

Also, let us never forget that it does not necessarily follow that a 
reduction in taxes will mean less revenue take. Oftentimes it turns 
out that just the opposite is true. 

These hearings can serve a most useful purpose in providing the 
hard core of data needed to formulate legislation which can benefit 
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small-business men, while at the same time protecting the fiscal in- 
tegrity of the Treasury. 

I commend to your attention eight proposals. Although these are 
not sensational panaceas for the ills of small business, they are a step 
in the right direction and can provide substantial relief without seri- 
ously curtailing current governmental revenues. 

The first proposal i is to give businesses the right to use accelerated 
depreciation formulas for purchases in any one year of used property 
costing not over $50,000. That was referred to by my colleague, Mr. 
Celler. 

The 1954 Internal Revenue Code revision granted this privilege in 
connection with the purchase of new property, but is silent as regards 
used property. Experience has shown that many small businesses, 
because of limited capital, must often begin operation by buying old 
machinery and other used goods for use in their enterprises. 

Secondly, serious consideration should be given to authorizing 
closely held corporations, say those with 10 or fewer stockholders, to 
choose whether they wish to be taxed as corporations or as partner- 
ships. 

Under the present law, many small businesses find the added burden 
of corporate income tax too heavy to overcome the nor mal advantages 
of the corporate form of business structure. By giving them an 
option as to the paying of taxes, we can encourage smaller firms and 
at the same time allow corporations the same option now permitted 
certain partnerships. 

A third proposal is to allow taxpayers to pay estate taxes over a 
period of up to 10 years if the estate consists principally of investments 
in closely held enterprises. The present heavy estate tax is an impor- 
tant factor causing many of the mergers all of us are concerned about. 

A fourth proposal to aid small business is one to strike at the basic 
problem of many firms, that of attracting venture capital. Under 
this plan, investors would be allowed to deduct from their ordinary 
income a limited amount of losses incurred from investments in smal] 
businesses. 

T hope this committee will be able to determine from its hearings 
and deliberations, just how much loss should be allowed as a deduction. 

A fifth and admittedly more controversial proposal would reduce 
the normal corporate tax rate from the present 30 percent to, say. 20 
percent, for firms earning up to a certain amount each year. Pro- 
posals as to what that limit should be have ranged from $25,000 a 
year on up. 

T am inclined to favor applying the reduction to firms earning up 
to $150.000 a year, and trust this committee will gather pertinent data 
alone that line. 

There is one point I would like to stress as strongly as possible in 
connection with these and all other small-business tax-relief proposals. 
That is that as you consider various plans, you give full consideration 
to granting tax relief to partnerships and individual provrietorships 
as well as to cornorations. Tt must be remembered that about 85 ner- 
cent of our small firms fall into this unincorporated category. Only 
by giving them equitable tax relief can they be fairly dealt with and 
can all the economy prosper. 
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A sixth suggestion worthy of thorough study is to allow exemptions 
on the taxable income of independent business for plant expansion, 
modernization, and improvement. By authorizing scaled deductions 
with varying exemption rates based upon the amount of income of the 
business, for firms ~arning perhaps less than $150,000 a year, they 
would be given a great incentive to broaden the scope of their opera- 
tions and production. It could prove a great boon to the small oper- 
ator anxious to expand his plant. 

Seventh, consideration should be given to increasing the exemption 
ceiling from corporate surtaxes to fir ms earning up to $150, QUO a year, 
and replacing the lost revenue by increasing the surtax rates at levels 
above $150,000. 

According to my information, this would prove most helpful to 
many of our smaller firms, and would not unduly hinder the larger, 
more prosperous firms who would be subjected to the increased rate. 

Finally, exemption from estate taxes should be allowed for the good 
will of a firm. This will act as an incentive for a smaller firm to 
continue business after the death of one of its principal owners, which, 
under the present Internal Revenue Code, has come to be a surprisingly 
important problem. 

it is my firm belief that tax reduction for small businesses will 
eventually pay off in increased tax revenues; and by giving them a tax 
break, I believe in the long run our small firms, stimulated, expanded, 
and encouraged by increased working capital and growth funds, will 
more than repay immediate losses. 

[ have great faith in the ability of all Americans to get ahead today 
as they have traditionally done, if they are given a fair chance under 
the now onerous tax structure. 

At the same time, I believe we must move heaven and earth to dis- 
courage the present trend toward mergers and sellouts which threaten 
to break the backbone of our economy and turn it into a scene domi- 
nated by the larger firms. 

The excellent work of the Justice Department in the antitrust field 
must be complemented by changes in our tax structure which will dis- 
courage sellouts and mergers, and will encourage the development and 
prosperity of our small business. 

Although great strides have been made in recent years to help the 
small-business segment of our economy, much more needs to be done 
if we are to maintain a vigorous system of free and competitive enter- 
prise, 

Hlowever, any sound program must be grounded on the premise 
that _ Government has an important obligation to collect taxes suffi- 
cient to pay its bills. We must avoid unfair restrictions on large 
ae inies which have succeeded through honest competition, and we 
must continue our vigorous efforts to get Government out of business. 

Although overall revision of our tax laws relating to small businesses 
must eventually be achieved, such is not possible under our present 
budgetary situation. 

With that thought in mind, T believe we can and must move for- 
ward with tax benefits on a piecemeal basis, at least. The narrow 
line between success and failure, be it in the field of business ventures or 
in the field of governmental fiscal integrity, is a tenuous and terribly 
hard one to draw, but that is partially the task of this committee. 
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I wish you success in your efforts to insure just treatment for small’ 
businesses, which, after all, are the solid bedrock of the American 
economy. 

A sane and significant small-business tax structure can insulate our 
economy against the dangers to the independents inherent in modern- 
day business, and can create the business climate so necessary to stimu- 
late increased employment and production, the conditions so essential 
to the optimum functioning of our free-enterprise system. 

Senator Javits. Thank you, Congressman Keating, for that very 
fine and informed contribution. 

Senator Smathers? 

Senator SmatTuers. No questions. 

Senator Javits. Senator Saltonstall ? 

Senator SartonstaLu. I have just one question. 

This is the first time I have heard goodwill as an estate tax men- 
tioned. If you are given 10 years in which to pay an estate tax rather 
than having to pay it in one lump, it would not be important. 

Mr. Keatinea. It would not be as important, but I would still rec- 
ommend giving consideration to the elimination of that as an element 
in evaluating an estate. 

Senator Satronsrauu. Thank you, Mr. Chairman. 

Senator Javirs. Congressman Keating, I would like to commend 
your remarks on the depletion allowance question. We had an oppor- 
tunity to vote on that question in the Senate, and unfortunately could 
not bring it to a record vote then and there: but I think increasingly 
that question must come in for urgent consideration by the American 
people in balancing the equities, in the national interest, of small- 
business tax reduction and the need of the national revenue in respect 
of defense and other urgent matters, which compel us to review this 
whole depletion question which has been with us for so long and so 
expensively. 

Mr. Kearttne. I think so, and I think it really has gotten out of 
hand. 

Senator Javirs. Thank you, Congressman. 

Now Congressman Keogh. 

I also wish to recognize the presence here today of another Member 
of Congress, Congressman Gwinn, of New York. 

Congressman Gwinn, do you propose to make a statement before the 
committee ? 

Mr. Gwinn. I would like to; yes, sir. 

Senator Javrrs. Well, if you would be good enough to stand up for 
a minute. 

I might say to the businessmen here, we are very anxious to get to 
you. Congressman Keating has given a demonstration of cooperation 
in shortening up his testimony. I hope very much we can get to you 

very shortly, but I am sure you will agree w ith us it is our dutv to hear 
from our colleagues from the Congress in this area. 


STATEMENT OF HON. EUGENE J. KEOGH, A REPRESENTATIVE IN 
CONGRESS FROM THE NINTH DISTRICT OF NEW YORK 


Mr. Krocu. Mr. Chairman and members of the committee, I had 
rather come more to listen than to talk, but I suppose, given a forum. 
the urge is irresistible. 
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I want, therefore, briefly to commend this great committee for its 
coming into our great city, and to assure you that as a member of the 
House Ways and Means Committee from the city of New York, I shall 
await with keen interest the final recommendations of your committee. 

If I were to make one specific proposal beyond generally endorsing 
the worthy objectives of this series of hearings which you have been 
and will continue to hold, I should very seriously recommend the sub- 
stituting of your endorsement for the self- employed pension bills 
represented by those pending in the House, H. R. 9 and H. R. 10, by 
my colleague from Ohio, Mr. oe and me, in lieu of the provisions 
of S. 350; for the Senate bill, S. 350, seeks to create a fictional inter- 

pretation of what an employee is in order that one might set up for 
himself a qualified pension plan under the provisions of section 401 
of the code. 

There I think you would be further aggravating the inequity that 
exists between those who operate under the corporate form, even 
though small, and the unincorporated forms of businesses, and I think 
that the worthy cause of permitting all businessmen setting aside 
some funds for their superannuation would be acelerated if your great 
committee would lend its assistance to that. 

I need not remind you, of course, that in many areas of professional 
activity, it is against the law to have a corporation engage in that 
activity and, in fact, in some businesses, too; and I am anxious, I 
think the objectives of that bill are so great that they should be given 

serious consideration. 

It would be deflationary, in the first place; it would create an addi- 
tional source of much-needed capital funds, and it would be closing 
- iniquitous situation with which most small-business men have been 

faced. 

I wish you every good fortune in your hearings here in New York 
today, and in your tour around the great centers of small business 
in the country, and congratulate you for your attention to this very 
important sphere of : activity. 

Senator Javirs. Thank you very much, Congressman Keogh. 

Are there any questions? 

Mr. Sruuts. Mr. Chairman, I just think you might assure Mr. 
Keogh that the staff will be presenting draft recommendations to the 
members of the committee which will provide the sort of alternative 
treatment that you suggest to our present S. 350. 

Mr. Krocu. Fine. 

Senator Javits. Thank you very much. 

Mr. Kroeu. As a matter of fact, I am reliably informed that the 
provisions of S. 350 would probably not even cover all of those small 
corporations. 

Senator Javirs. Thank you very much. 

Congressman Gwinn ? 

May I suggest that you sit at the end of the table so the people 
might hear you. 

You may proceed. 
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STATEMENT OF HON. RALPH W. GWINN, A REPRESENTATIVE IN 
CONGRESS FROM THE 27TH DISTRICT OF NEW YORK 


Mr. Gwinn. Mr. Chairman and members of the committee, I ap- 
preciate receiving word yesterday that those of us further out in 
the hinterland might be heard if we came to the city today. 

I have a long- time and profound conviction that there is no pos- 
sibility of shifting these tax burdens around so as to relieve anybody, 
essentially. Now, those that we would like to relieve would be the 
low-income group. 

There is no way that these bills, any of these bills, keep from putting 
the burden of any shift or any relief that you propose, from putting 
it right back on the low-income or the 20- percent group that now 
pays 84. percent of this burden, and they are going to continue to pay 
approximately 84 percent, are they not? We have no other source 
from which to get the vast sums that we propose to get. 

I do not know whether this committee is making inquiry as to 
whether or not this burden is so great on the small- business man and 
on others that he cannot endure the burden. 

We talk about the small-business man being gobbled up by the big. 
That is not the situation. The situation is chat the small-business 
man is running to the big outfits to be taken over. 

Take the dairy industry. You know something about the growth 
of the dairy industry in Florida and the Southeast. 

The small-business man, the small-dairy man, certainly the dairy 
business is a natural for a small business. He cannot accumulate 
capital, he cannot borrow. He is not stable enough. He dare not 
die in the process, because he has not anything liquid which he can 
hand on to his estate. 

Hfe is in an impossible position. If he does make any money, he 
still is an individual having to pay the high, individual-income tax. 

So in order to live at all, he is finding it necessary to get in a liquid 
position, to put himself or his business into a position “where he can 
borrow money at, say, 4 percent, like the big corporation, where he 
cannot borrow it at all now, gener: ally spe: aking. 

We are talking about 15 percent of the sm: all business when we talk 
about relieving the small business, the small cor poration. ‘The small 
corporation does, as I understand it, only 15 percent of the business 
done by small business. 

So you still have got the individual who, after all, is the only one 
concerned in this process ; whether he does business as an individual 
or as a corporation in a small category, he is nothing more than a small- 
business man, an individual who is still subject to these impossible, 
burdensome taxes. 

If you get no relief, and if the relief that you do give or try to give 
by manipulating this burden is shifted on the still lower income group, 
namely, the laboring man, then the process cannot make sense. 

It does not make sense in the second place because, if he grows to 
$100,000, he still carries a greater burden after that. So that this is 
not. as I see it, a relief for the small-business man. It is ultimately 
an excuse to tax him a higher rate if he ever aspires to make more 
than $100,000 a year. 

This is an anti-small-business-man tax. It takes away his incentive, 
it takes away his profits. If he has got a new idea that he wants to 
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exploit and expand, it takes away his possibility of financing his own 
idea. And the small-business man is our great source of invention 
and discovery and production. 

We are not protecting him. But there isa protection. If we would 
simply turn back to private enterprise nine of the big enterprises that 
the F eder al Government is operating at a tremendous loss at the tax- 
payers’ expense, then we would give the small-business man back a 
third of his income taxes; namely, if the Federal Government gets 
out of these nine big businesses: Federal Credit Agency that now 
advances 1 dollar out of every 5 that is loaned in these United States 
today, and it is loaned to people who cannot afford to borrow and 
who are probably bad risks. That is the reason the Federal Govern- 
ment is in this credit business. 

Get out of the electric-power business and turn it back to private 
enterprise. 

Get out of the reclamation business, building little ditches out 
through the country to grow more surplus crops to consume more 
taxes. 

Get out of this agricultural subsidy business or soil-bank business, 
or whatever you call it. 

The housing business, the foreign-aid a the grants-in-aid 
generally. That amounts to $10 billion a yea 

Here is the study just put out by the Libvary of Congress, entitled 
“The Adverse Effects of the Expanding Activities of “the National 
Government on the Economy of the F ederal System—A Case for Free 
Enterprise and Local Self-Government.” 

Now, that is only nine of them. 

As you know, Dean Manion and Bracken Lee, We the People, Amer- 
ican Progress Foundation, and others, have added, to these 9, 700 
other Federal cor porations. It is in this little booklet here. They go 
so far as to say if you get the Federal Government out of this business, 
we could noon the personal-income tax entirely. That seems fan- 
tastic, but I daresay this committee and no other committee in Con- 
gress has even begun to find out the facts. We do not know. 

It would be a most enlightening inquiry to know to what extent we 
could repeal the personal-income, progressive tax system. We would 
still have the corporate tax, the excise tax which, according to them, 
would finance our military and the legitimate functions of the Fed- 
eral Government. 

So I come down to plead that we talk and act and inquire about 
real relief for the small-business man by getting the Federal Govern- 
ment out of business, whose competition and whose tax burden is 
destroving the small-business man. 

And there is nothing but false promises, false hopes, in talking to 
him in terms of adjusting the situation so that his burden will be 
passed to some other group who, in turn, will be petitioning us for 
relief in that group, : and still other groups to follow. 

Senator Javirs. Thank you. 

Mr. Gwinn. Thank you. 

Senator Javirs. Thank you, Congressman Gwinn, for your views, 
which we appreciate having. 

Are there any questions? [| Applause.] 
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Spectators and those appearing as witnesses are the guests of the 
committee. We appreciate your enthusiasm, but think the meeting 
will be more orderly if we refrain from demonstrations. 

Senator Saltonstall ? 

Senator Satronstatu. I respect, Mr. Gwinn, your frankness. 

Will you agree with me that what you suggest would start some 
rather deep controversies ? [ Laughter. ‘ 

Mr. Gwinn. You know, Senator, what I think it would start? 

Senator SarronsraLL. What? 

Mr. Gwinn. I think it would start old-fashioned political whooping 
and hollering that we Republicans would like to hear. 

Senator SatronstaLu. Thank you, sir. 

Senator Javirs. Senator Smathers? 

Senator Smatuers. No questions. 

Senator Javirs. Thank you, Congressman Gwinn. 

Mr. Stark, president of the New York City Council, is next. 


STATEMENT OF HON. ABE STARK, PRESIDENT, NEW YORK CITY 
COUNCIL, NEW YORK, N. Y. 


Mr. Srark. Senator Javits, Senator Smathers, and Senator Salton- 
sta]]——- 

Mr. Srutrs. Mr. Stark, I think the audience could hear you better 
if you would sit at this end. 

Mr. Srarx. At first, sitting here this late in the morning, I thought 
I would just present my talk that I intended to give here, because of 
an important engagement which I have, which is no fault of yours 
that I had been sitting here all this while, because the procedure was 
proper and the way it should be. 

However. I will go through it as fast as I possibly can so as to be 
able to make that engagement. 

Senator Javits. Mr. Stark, your statement will be part of the record. 

Mr. Stark. I know that. 

Senator Javirs. You may deal with it just as you wish. 

Mr. Starx. I know that. 

Just as I intimated here, it is nobody’s fault; it is just that I happen 
to have this particular anpointment. 

I appreciate very much the opportunity of appearing before this 
committee on the impact of Federal taxation upon small business. I 
do not profess to be a tax expert, but I come here as the elected repre- 
sentative of 8 million people of our city, and as former commissioner 
of commerce of the city of New York. And much of the things that 
have been going on with small business in many of your meetings that 
Senator Smathers dwelt on in the beginning of his statement, were 
things that concerned me, going back to 1948 when I was commissioner 
of commerce of the city of New York, in regard to our people and our 
city. 

I believe, too, that the tax problem is not the only problem. There 
are many relate d problems to it that have been considered by you and 
must be considered in the overall picture that faces small business. 

However, most people regard New York as the financial capital of 
the world, the home of Wall Street with its gigantic banks and finan- 
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cial institutions. But New York has all types of businesses—manu- 
facturing, w Seen retailing, buying, selling, planning, produc- 
tion, and distribution, both large and small alike. 

We have 250,000 individual companies employing 314 million 
people. Small business predominates in our town. Ninety-eight per- 
cent of the companies in our town have employees of 99 or less. 

Small business is the backbone of our economy, the cornerstone to 
our free-enterprise system. The traditional opportunity for young 
men and women with courage and imagination is small business. 

When I first began as a youngster, myself, in business 30 years ago, 
I started out with an investment of $600. Could a young man tod: ay 
go into business with $600 or its equivalent in present dollar values ? 
What would be his chances for survival, or would he face the stigma 
of eventual bankruptcy ¢ 

It is precisely this opportunity for small-business survival that now 
stands in jeopardy and impels me to appear here this morning. 

Small- business failures—and much of this has been said here by 
Congressman Celler and Congressman Keating, but I believe it is 
good for each and every one of us to dwell upon it as much as possi- 
ble, to make your job far easier in coming to a solution of some kind 
to help small business—small-business failures in the United States 
have increased 67 percent during the past 5 years. 

In 1952, there were 7,600 business failures. Today they have risen 
to 12,700 a year. The present index of business casualties, during a 
so-called period of prosperity, is only 7 percent less than it was at the 
end of the depression. 

In the face of this growing wave of syndicates, mergers, amalga- 
mations, and bankr upteies, at least 65 percent of today’s ‘business fail- 
ures involve small companies with liabilities of less than $25,000. 
These are companies that could have been salvaged with a small amount 
of money. 

Most of the companies that have failed, almost 59 percent of the 
total, have been in business for 5 years or less. Apparently they could 
not get off the ground. 

In the past 8 years, the sales of large manufacturing corporations 
have risen 62 percent, while the sales of small cor pore tions have risen 
only 4 percent. The earnings before taxes of large corporations in- 
creased 63 percent, but declined 17 percent for small manufacturers. 

Also during the same period, earnings after taxes advanced 40 per- 
cent for large corporations, but dropped 28 percent for small com- 
panies engaged in manufacturing. 

In the field of retailing, firms with annual sales of less than $100,000 
constitute 75 percent of the total number of establishments in the 
country. Nevertheless, they handle only 26 percent of the National 
sales volume. 

In other areas as well, small-business men have encountered enor- 
mous difficulty. Often they cannot accumulate enough capital for 
plant expansion, modernization, improvement, research, and adver- 
tising. 

They cannot obtain long-term bank loans at prevailing interest rates 
of 5 or 51% percent. (¢ ‘onsequently, they must borrow from the Small 
Business Administration at 6 percent interest. 

In fact, since 1954 there has been a threefold increase—an increase of 
200 percent—in the number of companies needing such help. With- 
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out sufficient collateral, the owner of a small business cannot obtain 
credit through private channels and is compelled to turn to the Gov- 
ernment in sheer desperation. 

In considering a program of assistance to small business, we must 
recognize the fact that three groups are involved—business, labor, and 
government. Voluntary action by the industry itself would be the 
ideal solution, but American business is highly competitive. The only 
major attempt in our history to develop industr ywide code agreements 
came during the 1930’s, under the NRA, which was declared uncon- 
stitutional by the United States Supreme Court. 

We also recognize the fact that industrywide collective bargaining 
and prevailing wage rates prevent the owner of a small company from 
paying his employees less than the employees of big business receive. 

This is a sign of progress that should be accepted by the business 
community in all sections of the country. 

Therefore, the greatest immediate aid to small business must come 
from Government—a factor that was recognized by Congress in 1953 
through the creation of the Small Business Administration, and by 
you today sitting here, I am quite sure. 

During the next legislative session, you have the great responsibility 
of developing a program to help sm: all business, especially during the 
formative years, when most failures occur. ‘The small-business man 
has his back against the wall. He is fighting for survival. 

Business does not expect to be exempted from taxation, but no busi- 
ness venture, large or small, can fulfill its tax obligation unless it re- 
mainsalive. A dead business enterprise creates problems for everyone. 

A company that does not make money is no good to its owners, its 
employees, or the Government. Bankruptcies are a burden to our 
community, the courts, the creditors, and the collectors of internal 
revenue. 

For the sake of our economy, we must keep small business alive, pro- 
ductive, and able to pay its taxes. 

Naturally, all taxes must be based on ability to pay. Levies on small 
business must permit these companies to stay in existence and out of 
bankruptcy court. They must be reasonable and realistic. 

Recently, this was r saffirmed by the city of New York in helping a 
sick industry to survive. Our city council, at the request of Mayor 
Wagner, repealed a 5-percent tax on movie admissions under 90 cents 
in an effort to aid the small neighborhood theater. This followed a 
similar tax concession made by you people in Congress. 

If necessary, Congress should adopt a 5-year formula of aid to small 
business, especially in the field of taxation. Any program of assist 
ance should include the following provisions to help small business 
survive the trials and tribulations of the early years. I would respect 
fully urge legislation, after a careful study, of course, by yourselves 
and the tax experts, that would: 

1. Permit estate taxes to be paid in installments over a period of 5 
years, rather than at a critical time when a transfer of ownership 
takes place. Many businessmen have sold their assets to large corpo- 
rations rather than put their heirs in the difficult position of having 
to raise, on short notice, substantial sums of money for tax purposes. 

Allow small business during the first 5 years to accelerate the 
depreciation for used as well as new equipment. Under the present 
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tax law, accelerated depreciation can be used only for new property, 
whereas many small-business men are forced to buy secondhand equip- 
ment. 

In the last analysis, a taxpayer cannot receive more than 100 percent 
depreciation on his investment, regardless of the method used. Per- 
mission to speed up the rate of deprec iation would give the little man a 
gre: iter chance to cut down his tax liability during the early years. 

3. Authorize partnerships and proprietorships to reinvest their 
earnings in building up their own companies without being taxed on 
this money. This would simply extend a benefit that already : pplies 
to corpor ations. 

4. Permit the owner of an unincorporated business to be treated as 
an employee under a qualified pension plan, just as social-security 
coverage has been extended to the self-employed. 

5, Study a proposed reduction from 30 percent to 25 percent in the 
normal tax on corporate incomes up to $25,000. I would also suggest 
reduction of the surtax rate to 11 percent on income between $25,000 
and $50,000, instead of the current surtax levy of 22 percent on all cor- 
porate earnings over $25,000. 

6. Consider the establishment of Federal business insurance plan 
(FBIP) under which the Government would insure loans made by 
banks to small business, involving amounts of up to $10,000 at interest 
rates not exceeding 5 percent. 

This would be analogous to the program of Federal insurance guar- 
anties for bank deposits under the Federal Deposit Insurance Corpo- 
ration and the housing loan guaranties under the FHA. This would 
lower the interest rate below the 6 percent level of the Small Business 
Administration. Furthermore, the loans would be handled not by 
the Government but by private enterprise through regular bank chan- 
nels, encouraging maximum reliance upon private action. 

T hank you. very much. 

Senator Javirs. Thank you very much, Mr. Stark. 

Any questions, Senator ? 

We certainly appreciate your appearance. 

Mr. Stark. Thank you very much. 

Senator Javrrs. I might announce we will now proceed with the 
witnesses from business and industry, and state that we will cover— 
even though it may deprive us of lunch, that is, those of us who are 
presiding here—cover all the witnesses scheduled for this morning, so 
anyone counting on being finished this morning will be finished. 

Our first witness will be Mr. George E. Cleary, representing the 
Commerce & Industry Association of New York, Inc. 

Mr. Cleary, your statement, which we have, will be incorporated 
in the record, and we would appreciate your briefing and commenting 
on it in any way you wish. 

Mr. Cieary. I will try to shorten it up. 

Senator Javirs. You may sit or stand, as you choose. 
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STATEMENT OF GEORGE E. CLEARY, MEMBER OF THE BOARD OF 
DIRECTORS, COMMERCE & INDUSTRY ASSOCIATION OF NEW 
YORK INC., AND CHAIRMAN, COMMITTEE ON TAXATION AND 
PUBLIC REVENUE 





Mr. Cieary. The Commerce & Industry Association of New York 
is a chamber of commerce for the city and State that has about 3,500 
members, and some 75 percent of these, by any classification, would 
be considered small business. So that we are interested in the prob- 
lems of small business, and we sympathize with your effort to do 
something by legislation to help small business, which is so vital to 
our country. 

We think something can be done in the way of taxes to help small 
business, although that is only one aspect of the problem, of course. 

Now, we have two suggestions overall. 

We feel, as I think most of us do, that the present income-tax rates 
are very high, and we would like to see Congress adopt a long-range 
program for some systematic reduction of those rates, in the hope that 
that could be done without impairing the revenue, and not perhaps 
by such drastic means, as suggested by Representative Gwinn, but 
through the growth of the economy. 

The lower rates would produc e the same revenue, and if total budget 
expenditures can be kept within bounds that will leave room for tax 
reduction over a period of years. 

That very thing was intimated by the Director of the Budget in 
the papers this morning. That is one overall suggestion. We think 
that is important, because reducing the corporate rates on small cor- 
porations does not go very far to solve the small-business problem, 
because the great bulk of small business is not ine orporated, but is 
conducted by individuals or partnerships, 80 or 85 percent, so that the 
real relief to small business would be general relief in tax rates for 
both corporations and individuals. 

We have one other suggestion which we think would help small 
business. When the normal and surtax rates were increased by stages 
from a total of 42 to 52 percent, the normal tax for some reason went 
up from 23 percent to 30 percent, a 7-percent rise, not all at once, and 
the surtax went up from 19 to 22 percent, a 5-percent rise. 

Our suggestion is that the rates just be reversed ; that the 30-percent 
normal tax be reduced to 25 percent and the 25-percent surtax be 
increased to 30 percent. 

That would mezn every corporation with income of over $25,000 
would get $1,250 off its tax, but the percentage benefit to the small 
corporation would be the greatest. The company with $25,000 of 
income would have its tax cut from $7,500 to $6,000, and that is a 
much bigger percentage of reduction than the larger corporations 
would get 

Mr. Stutrs. Excuse me, Mr. Cleary. 

Mr. Creary. Yes, sir. 

Mr. Sruuts. You have the surtax rate increased from 22 percent to 
97 percent, is that not right? You would have a 5 percent drop in the 
normal, from 30 to 25, and then a 5 percent—— 

Mr. Cieary. Yes, just switch the 5 percent from the normal tax to 
the surtax; that is right. 
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Mr. Struurs. Thank you. 

Mr. Cieary. Now, with respect to the specific bills which I have 
seen, which have been introduced, I would like to deal first with what 
is perhaps the most important type of bill, having to do with corporate 
rates, and the move to introduce gr: aduated rates in the cor porate struc- 

ture. 

We do not think that is sound, beyond the point to which it has 
already gone by the normal and surtax, and for this reason: The size 
of a corporation’s income bears no particular relation to the income 
of its stockholders. 

The largest corporations, whose rates would be somewhat increased 
under the bill which has been introduced, have many, many stock- 
holders of very small incomes—widows, orphans, employees—and also 
many large stockholders. So the burden of that increase would fall 
on many small people. 

On the other hand, a small corporation with an income of $20,000, 

say, the stock of that may all be owned by a wealthy individual. 

So that the surtax idea, which is properly some indication of ability 
to pay in the case of an individual, really is not an indication of the 
ability to pay or the force of the burden of taxation in the case of 
corporations. 

So that we do not think there should be a progressive schedule of 
tax rates for corporations 5 and we also do not think the exemption 
from the surtax should be raised above the $25,000. 

The $25,000 pretty well takes care of what really is small business, 
which is what we are trying to help here. 

On the other items, with respect to the various estate tax proposals, 
as I read some of these bills, they seem to me very extreme. One bill 
would allow the estate tax in all cases, no matter what the size or the 
nature of the estate, to be spread over 10 years, and apparently with- 
out interest or without bond. And if there was a concentration of 
business assets in the estate, the tax could be spread over 20 vears. 

We recognize that there is some considerable merit to the idea of 
spreading out the estate tax where the estate consists of active busi- 

ness interests which are hard to sell, but we think any idea of spread- 
ing the estate tax gene rally in installments is not necessary; and that 
where it is spread, where there is this business problem, which is Ps ar- 
ticularly acute for smal! business, 5 years ought to be ample, and that 
that ought to be limited to cases where more than half the estate con- 
sists of an active business. 

[ have not tried to go into all the details of the bill, but as I read 
it, some of these bills, 1f more than half of the estate consists of stock 
in more than one corpor ation, they automatically get this spread out, 
no matter how big the corporation is and no matter how liquid its 
assets aie. 

It does not seem to me that is necessary. The estate taxes are very 
High and almost confiseatory, and they ou eht to be brought down, but 
if it is too severe a ensiene in an individual case, it seems to me the 
answer is, get the r: ites down and not extend the time of payment. 

Most estates are clos sed up within 3 or 4 years. If the estate tax is 


ayable within 10 years or 20 years, does the administration have to 


eld open for that period? “Can the executor get discharged when 


the tax has not i: en vet paid? Does the Government have to look to 
a group of rheired for the money, and so on? 
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It seems to me a 5-year extension or a 5-year spread where there is 
a real concentration of assets difficult to sell, ought to be suffici lent. 

Another estate tax proposal in some of these bills is for up to $100,- 
000 tax anticipation notes which could be bought. They would pro- 
duce no income, and they could be used to pay estate taxes, and would 
not be subject to estate tax. 

It does not seem to me that is a small-business proposition. The 
people who would take advantage of that would be the wealthy peo- 
ple who could afford to tie up $100,000 in nonincome-producing assets, 
and who would save the estate tax of $77,000, perhaps, on that $100,000. 

The small-business man’s estate tax normally is not a teriffic prob- 
lem. In the first place, he would not have the money he could afford 
to lay aside in those tax-exempt, nonincome- producing bonds. And 
this is not, it seems to me, a small-business proposition at all. 

On the proposal to permit proprietors of individual businesses to 
participate, in effect, in pension plans, we are very much in favor of 
that. We think that is a very good idea, and which ought to be 
promoted. 

The two other propositions which are most considered are some 
allowance of a deduction for investments in new properties, either 
plant or equipment or, in the one case, stock in trade. 

In some of the bills, that is limited in amount, but in one the limit 
is 20 percent of income. It seems to me that to permit a corporation 
a deduction up to 20 percent of its income for money invested in 
stock in trade, additional stock in trade, is wholly inadvisable. That 
could be a tremendous corporation. It permits terrific manipulation 
between years. 

Now for the investment in plant, which is, of course, a big problem 
with the small business—investment in plant and fixed assets—there 
is more merit to the idea if it is limited to small business. 

The same is true of the depreciation of used machinery and equip- 
ment. I think, however, that the administration of the depreciation 
provisions ought to pretty well take care of the used machinery and 
equipment. 

If the man buys a secondhand machine and the Treasury gives ef- 
fect to its much shorter useful life because part of its useful life has 
expired, the man ought to get adequate depreciation. 

One real objection to both of these ideas is that the man’s balance 
sheet, if it is kept on a tax basis, would no longer reflect his real assets. 
Suppose he is allowed to deduct $50,000 put into a new plant, and he 
takes that off his tax return. Now, i is he going to take that off his 
books ? 

He certainly would not want to for credit purposes or for stock- 
holder purposes, because the asset is there, and presumably is worth its 
cost or its depreciated cost, so he will have to sort of keep two sets of 
records if he wants to have any reality to his situation. 

The only other project I will comment on is the idea of allowing 
a standard deduction to small business, which would supposedly make 
it unnecessary to keep so many detailed records. 

Of course, the difficulty with that is, it isan election. You can either 
take your standard deduction or your actual deduction, and you will 
not know how to elect until you keep the records anyhow, so that every- 
body will have to keep the records, and they will need the records for 
their own business purposes. 
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So it does not seem to me that that suggestion will really accomplish 
its purpose or really give any relief to small business. 

Thank you. 

Senator Javrrs. Thank you, Mr. Cleary. 

Any questions, Senator ¢ 

Senator Sarronsratu. I do not think so. I think it is a very in- 
formative statement. 

Senator Javirs. I would like to compliment you, too, Mr. Cleary, 
upon giving the committee so much information and evaluation, and 
also state to you that 1 think your comments upon depreciation of 
equipment are extremely pertinent. 

I think it calls attention to an enormous problem in the country, 
in the obsolescence of equipment. I think we are very much behind 
the times in our tax laws and, as one Senator, I shall do my utmost to 
see that we modernize our views on tax deductions in respect of amorti- 
zation and new equipment. I think it is one of the finest things we can 
do for the economy, and not alone for small business. 

Mr. Creary. Thank you, sir. 

Senator Javirs. Thank you. 

Your full statement will be inserted in the record at this point. 

Mir. Civary. Thank you. 

(Mr. Cleary’s prepared statement follows: ) 
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My name is George E. Cleary. I appear on behalf of Commerce and Industry 
Association of New York, Inc. I am an attorney and practice law as a partner 
of the firm Cleary, Gottlieb, Friendly & Hamilton. I am a member of the board 
of directors of Commerce and Industry Association and chairman of its commit- 
tee on taxation and public revenue. 

Commerce and Industry Association is a chamber of commerce representing 
the business community of the city and State of New York. It has over 3,500 
members, 75 percent of whom are engaged in small business by any reasonable 
definition. Under some of the definitions provided by the Small Business Ad- 
ministration, the Federal Trade Commission, and bills to aid small business our 
membership would be found to consist of more than 95 percent small business. 

The committee on taxation and public revenue has reviewed the bills in which 
the Senate Select Committee on Small Business is interested. In addition it 
has recently and from time to time in the past reviewed other proposed legis- 
lation designed to aid small business. Some of the proposals would be extremely 
advantageous to small business. Still others would have doubtful breadth of 
application, or would create such involved confusion in administration as to be 
completely objectionable. 

Your committee premises its work on the belief that small business can be 
aided by the grant of tax relief. We are in accord, but recognize that small 
business also needs assistance in other ways outside the area of taxation. 

One facet of the tax problem of small business may be illustrated by a small- 
business corporation owned by three stockholders who are its officers. They re- 
ceive reasonable salaries, and at the end of its tax year the corporation earns a 
taxable net income of exactly $25,000. A Federal income tax of $7,500 is re- 
quired to be paid. 

A reduction of this income-tax would no doubt assist in providing funds for 
expansion, for additions to working capital, and for the accumulation of a finan- 
cial cushion which would permit survival in time of diminished business 
activity. Tax reduction would help such a corporation, but would omit S85 per- 
cent of small business from its application, since that percentage of small busi- 
ness is owned by individuals and partnerships and not by corporations. To 
avoid discrimination, reduction should be accorded all income-tax payers. 
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In the area of income-tax rates, we recommend two items: 

First, correct the inequity created in 1951 when corporate income-tax rates 
were raised from 47 to 52 percent. The additional 5 percent was added to the 
normal tax and applied to the first dollar of taxable net income. The present 
normal tax should be reduced from 30 to 25 percent, and the surtax rate in- 
creased from 22 to 27 percent. Such rate revision would restore equity in 
corporate income-tax rates without increasing any rates, and would grant mod- 
erate relief to small corporations without unduly affecting the budget. Every 
corporation would receive a tax reduction of not more than $1,250. The greatest 
benefit would be secured by corporations having incomes of $25,000 or less, 
whose tax rate would be reduced by one-sixth. 

Second, a program of gradual income-tax-rate reduction should be instituted 
which would apply to all personal and corporate income-tax rates. Such a 
widespread program would affect all taxpayers and, particularly, would aid 
small business, which would secure both direct and indirect benefits from it. 

Your committee has asked for opinions on bills which you believe will aid 
Small business. We consider some of these bills and the nature of the relief 
which would be granted thereunder as stopgap legislation which will afford 
some help until the time when tax-rate reduction is recognized as the means for 
assisting the economy of this country and its individuals, partnerships, and 
corporations, whether small or large. 

I will now review briefly our opinions concerning the several suggested methods 
of small-business tax relief and the reasons for our position. 

Installment payment of estate tar 

H. R. 5631 and H. R. 5649 permit payment of estate taxes in from 2 to 10 
annual installments whenever one-half or more of the vaiue of the gross estate 
consists of closely held business interests. Apparently, such instaliiment payments 
are to be without interest or bond. Hence, payment in 10 installments wouid 
normally be elected by all estates which qualified, whether large or small. 

S. 348 goes much further, and would allow estate taxes in all cases to be paid 
in 10 annual installments without interest, and te be paid in 20 annual install- 
ments without interest where 50 percent or more of the estate consisted of closely 
held business interests. 

The purpose of H. R. 5631 and H. R. 5649 is to eliminate the necessity for 
liquidation of qualified business interests within a shert time in order to raise 
funds to pay estate taxes. No provision is included in these bills which would 
guarantee collection of the tax by the Government. 

We believe that 8S. 348 goes much too far in permitting all estate taxes to be 
paid without interest in 10 annual installments, and the tax to be spread over 
20 years where more than one-haif of the estate is a closely held business interest. 
Such provisions have no particular relationship to sniall business and ure not 
necessary to prevent hardship in normal cases. 

With respect to H. R. 5631 and H. R. 5649, we believe that the 10-year period 
provided is unnecessarily long and would needlessly jeopardize the revenues and 
complicate the closing of the administration of estates. 

Estates which own qualified business interests, as defined, should be accorded 
the right to elect to pay the estate tax in five annual installments, without bond 
and without interest. This period should be sufficient to prevent hardship or 
the forced liquidation of business interests in most cases, because administra- 
tion is normally concluded in less than 5 years. In cases of undue hardship, 
the Secretary already has authority under section 6161 (a) to extend the time 
for payment up to 10 years with interest at 4 percent, and discretionary authority 
to require security. 


To permit corporations to be tared as partnerships and proprietorships 


S. 349 would permit corporations with a limited number of stockholders to 
make an irrevocabie election to be treated as partnerships or inidividual proprie- 
torships for tax purposes. A similar provision is included in H. R. 5631. 

The change which would be provided would inure only to a small segment 
of the smal!-business community. However, the relief which would be granted 
this small group would be so beneficial and so equitable as to merit incorpora 
tion in the program for tax aid for small business. Businesses which sre re- 
quired by local law to be conducted in a corporate form, business which are in- 
corporated only for the purpose of limiting liability, and corporations which 
exist only for the purpose of holding title to real property would be embraced 
within the benefited class. We, therefore, recommend the adoption of this pro 
vision. 
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However, we would call the attention of the committee to the provision that 
the election be irrevocable. We recognize the impropriety of a provision which 
would permit such a corporation to seesaw from year to year between tax treat- 
ment as a corporation and tax treatment as a partnership or proprietorship. 
However, a change in circumstances of the electing corporation may render the 
now irrevocable election cxtremely onerous. Relief which may have been se- 
cured from such provision could be more than completely lost. In many instances, 
fear of such possibility might prevent a qualified corporation from determining 
to use its elective right. To forestall this possibility, we urge that the election 
be binding only for a period of 5 years, or for a shorter period upon approval 
of the Secretary. 


Permit alternative methods of depreciation (sec. 167, Internal Revenue Code of 
1954) for used property 

Provisions for such treatment are included in 8S. 351 and H. R. 5631. Com- 
merce and Industry Association opposes these provisions. The relief which 
would be granted is minor and unrealistic. It is doubtful whether many small 
taxpayers have availed themselves of the new methods for depreciation of new 
property because of doubts that the benefit to be secured in the long run merits 
their advocation. 

We believe, nevertheless, that depreciation for tax purposes needs improve- 
ment. For example, we consider the recommended rates of depreciation pro- 
vided in Bulletin F to be unrealistic, because they do not give sufficient weight 
to obsolescence, which is so rapid in today’s modern and progressive economy. 
Nor do we believe that the anticipated revised Bulletin F will embrace any 
greater consideration of this fact. 

With respect to used depreciable property, insufficient consideration is given, 
administratively, to the useful life already consumed. For example, used equip- 
ment, originaily regarded as having a 10-year life, purchased after 8 years of 
use and depreciation, might be determined on the date of purchase used to have 
further useful life expectancy of 10 years. 

We urge, therefore, the adoption of a changed attitude toward depreciation, 
to be accomplished through administrative change, amendment of the law, or 
both: 

iFirst, for used equipment, already consumed useful life should be given full 
consideration in determining depreciation rates for the new owner. This chang 
would grant more realistic relief to small business than the right to use the new 
methods included in section 167. 

Second, permit the variation of as much as 50 percent of the depreciation rates 
set forth in Bulletin F. Thus, a machine with a recommended useful life of 10 
years could be depreciated during 5 or 15 years or any intervening number. The 
taxpayer, through the use of the variable, could give full consideration to eco- 
nomic obsolescence or factors particularly related to his business and his use of 
such equipment. The variable of 50 percent may seem high. However, it is 
not far from the variation which may be secured through the use of the new 
methods in section 167. 

Third, eliminate consideration of all salvage value in determining the base 
upon which to apply the depreciation rate. Salvage value is speculative. Its 
elimination as a factor will not upset tax revenues, and at the same time will 
provide more equity for taxpayers. 


Permit the proprietor of, or a partner in, an unincorporated business to be 
treated as an employee under a qualified pension, profit-sharing, or stock- 
bonus plan 

Authority for an election to be so treated is provided in S. 350. Commerce and 
Industry Association strongly urges the adoption of such a law. 

The Internal Revenue Code now provides for tax treatment of plans for the 
benefit of employees including the officer-stockholders of corporations. Only the 
proprietors of unincorporated businesses are omitted from the beneficial tax 
treatment provided by this concept. In essence, an employee who is a beneficiary 
of a qualified plan pays no tax at the time of the employer’s contribution to the 
fund from which the employee will receive benefits. Only at the tin:e when 
he receives such benefits will he pay any income tax. The employer is, neverthe- 
less, permitted to deduct contributions to such a fund for income-tax purposes. 

The benefits to be derived from the adoption of this provision are many. Bus- 
iness owners thus treated would be permitted to accumulate for retirement. In 
turn, saving and investment would be fostered. The social benefits are obvious. 
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In addition, a business electing to be so treated would improve its stability as 
well as the economic stability of its owners. 
Graduated corporation-tar rates 

A provision for graduated corporate-tax rates is included in 8. 352. Variables 
of this idea have been incorporated in many bills introduced in Congress from 
time to time. 

Any bill which provides for progressive taxation of corporations is unfair and 
discriminatory. There is no necessary relationship between the amount of the 
income of a corporation and the amount of the income of its stockholders. Thus, 
the benefit to a Small corporation which receives a tax reduction under this bill 
may flow to stockholders whose total income is taxed at high or even maximum 
rates. On the other hand, many stockholders with small incomes would suffer 
a loss because of their stockholdings in corporations which earn profits taxable 
at the higher corporate rates. Among other things, the adoption of provisions 
such as contained in this bill would foster multiple division of corporations to 
gain the benefits of lower tax rates. Attempts by the Internal Revenue Service 
to avail itself of provisions of the code to prevent such a move could overwhelm 
the calendars of the courts now charged with the responsibility of determining 
tax litigation. Such an unnecessary burden should not be imposed upon these 
courts. 

Election of a standard deduction for small business 

S. 1563 would provide an annual election for businesses having 10 or less per- 
sons engaged or employed by it to deduct a percentage of gross income in lieu 
of actual trade or business expenses. The percentage would be determined by 
the Secretary or his delegates for each year for application to various categories 
of business enterprises, a very difficult administrative task. In the bill it is 
stated that such small-business enterprises would be relieved of the burden of 
keeping detailed records necessary to support such deduction if itemized. The 
election is to be made for each year. 

If this bill were passed it may reasonably be assumed that the Secretary would 
provide for a percentage which would be close to actual expense. Under such 
circumstances little or no tax saving would result by making the election. In 
any event, no business could dispense with the keeping of records of all kinds 
and the probabilities favor the practice of keeping detailed records for the 
purpose of ascertaining whether or not to make the election. 

It is recognized that the cost of keeping books and records for a small business 
is relatively high. However, such an election is not favored because it is ex 
tremely doubtful that its enactment would secure the desired goal of reducing 
such cost. 

Deduction for additional investment during a taxable year 

H. R. 5631 would provide for the deduction from gross income of a percentage 
of new investment in fixed assets by businesses with net incomes not in excess 
of $150,000. The percentage alowance would diminish as the $150,000 ceiling 
is approached. Such a provision might be of some assistance to a small business 
It would require the maintenance of one set of books for stockholders, partners 
and creditors and another for tax purposes. The alternative would be distorted 
earnings and net worth. 

H. R. 5649 has a related provision. It would permit a deduction of not more 
than the lesser of $30,000 or 20 percent of net income which represents additional 
investment in depreciable a&Ssets or stock in trade of a small business. With 
respect to stock in trade it permits shifting of income from year to year. It would 
also impose a great burden on proper administration. 

These two bills are not favored. 

Increase corporate income surtaxr exemption 

H. R. 5631 would provide for an increase in surtax exemption to $150,000. 
Commerce & Industry Association opposes such increases in the exemption. The 
tax saving which would result would favor businesses which are larger than 
those usually considered to fall within the small-business category. Its adoption 
would foster division of corporations into as many separate corporate units as 
could reasonably be devised for the purpose of securing such an attractive ex 
emption. 


Reduce corporate normal tar 


As stated before, Commerce & Industry Association favors general Federal in 
come-tax reduction for assisting in the maintenance of the economic health of 
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small business. Such tax reduction should not be limited to only one such tax. 
The proper relationship of normal tax and surtax application to taxable net in- 
come of corporations should be reestablished by applying the 5 percent increase 
enacted in 1951 to the surtax rather than the normal tax. 


Npecial treatment of losses from investments in and loans to small businesses 

H. R. 5681 contains a provision allowing full deductibility to losses incurred 
through investments in or loans to a smal! business. 

We believe that the purpose sought to be accomplished by this proposal is 
meritorious. Unlike a large corporation which can secure additional funds 
through bond issues or from outside borrowing, the small business usually must 
secure new capital funds through loans by its stockholders or partners. This 
provision would grant full deductibility to losses through loans made either by 
stockholders and owners or by outsiders who because of this tax treatment might 
be more willing to make advances to small business. We believe, however, that 
it should apply to loans only and not to stock investment. 

BLuclusion of up to $100,000 of goodwill of a business for estate-tax purposes 

Hi. R. 5631 would exclude goodwill of a business in which the decedent owned 
an interest from the gross estate (for estate tax) to the maximum extent of 
$100,000. Such a provision is objectionable. It creates a discrimination of one 
type of asset as against others. It violates the basic principle which requires 
inclusion of assets in the gross estate at fair-market value. Such a provision 
would render the tax administration of estates, in which goodwill is a problem, 
more complex than at present. Finally this provision would be of minor benefit 
to small business because all small businesses do not have salable (and there- 
fore taxable) goodwill aud because in any instance where it is a major tax 
problem we are probably not considering a smail business. 

Huaclusion of tax anticipation certificates from the gross estate of a decedent 

H. R. 5649 would provide for non-interest-bearing tax anticipation certificates 
Which could be used to pay estate-tax liability. The value of such certificates, 
owned by a decedent at the time of his death, would be deductible from the 
gross estate to the extent of the lesser of $100,000 or the actual amount of the 
estate tax. This provision is discriminatory and not beneficial to small business. 
It would create a special class of property to the detriment of other forms nor- 
mally used to provide liquid funds for payment of estate tax. The real benefits 
provided by the enactment of such a provision would inure to the large estate 
and not to the small one where taxes frequently are not a major factor. It 
should be noted that the full benefit of such a provision would apply in the case 
of a net estate of $542,708.33 or more (before deduction of the $60,000 exemption 
and $100,000 of tax anticipation certificates). Because of the application of pro- 
gressive rates in estate taxation greater benefits would, of course, flow to larger 
estates. 


Conclusion 

At the outset I stated that we considered many of the suggested methods for 
granting tax relief for small business to be stopgap legislation, useful only until 
the time that tax-rate reduction is recognized as the keynote to a program 
assisting Small business and the economy of this country. In reviewing partic- 
ular suggestions, | have offered alternative recommendations in some instances. 
[ wish to call your attention to the fact that we consider the alternatives we 
have recommended and the provisions we have approved as necessary and appro- 
priate whether or not tax reduction is also enacted. 

We believe that small business suffers from handicaps which are not experi- 
enced by big business but we believe that all the problems of small business can- 
not be solved merely by tax relief. However, with respect to the tax probiems 
of small business we urge adoption of a program with tax reduction as its 
foundation upon which an equitable tax structure should be constructed. 


Senator Javirs. Our next witness will be Philip R. Marsilius, the 
Producto Machine Co., Bridgeport, Conn. 

Mr. Marsilius, we have your statement, and it will be included in 
the record at this point. You may brief it or comment on it in an) 
way you choose. 
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STATEMENT OF PHILIP R. MARSILIUS, VICE PRESIDENT, THE 
PRODUCTO MACHINE C0., BRIDGEPORT, CONN., AND VICE PRESI- 
DENT, NATIONAL TOOL & DIE MANUFACSURERS ASSOCIATION, 
CLEVELAND, OHIO 


Mr. Marsmivus. Mr. Chairman, my statement is so brief, I would 
prefer to read it. It will take no longer than summarizing it. I 
might add, I appreciate testifying now, because I have a world series 
ticket. 

I might say I am talking particularly as the vice president of the 
National Tool & Die Manufacturers Association of Cleveland, Ohio, 

which has about 1,100 tool and die shops as members. 

One of the little publicized but vitally important industries of this 
country is the special tool, die, and machinery industry. It is made 
up of some 4,000 contract—that is, jobbing— shops, practically all of 
them small businesses. A company employing 30 is larger than the 
average. 

This industry makes the specially designed and manufactured dies 
for use in stamping or forging metal and for diecastin g, the jigs and 
fixtures, cutting tools, gages, industrial molds, and special-purpose 
machines that are known collective sly as special tooling. Ordinarily 
only 1 die or 1 tool is made of a kind. 

And I might add, often we make tools for parts as small as a watch, 
or as large as 50 or 75 tons to stamp an automobile rooftop. 

This special tooling makes quantity production with interchange- 
able parts possible, and the tool and die industry has rightly been 
termed “the keystone of mass production.” Its customers are the 
manufacturers of metal and plastic products of all kinds, most of 
whom make part of their own special tooling in captive toolrooms. 

Without the appropriate special tooling, a mass-production plant 
eannot turna wheel. Nor cana new weapon os defense be made until 
after the manufacturer has “tooled up” for its ts produc tion. 

The special tool and die industry has grown over the years until the 

nnual value of its products now exceeds that of the machine tool 
jidnstey. Without exact fisrares, it is estimated to be in excess of a 
billion dollars per year. 

Most of the tool and die shops are opel rated by their owners, who 
quite generally started out as tool and die makers working for others 
Desire for a business of his own and more than usual ambition often 
led one of these highly skilled craftsmen to buy a few secondhand 
machine tools and start a shop, frequently in cooperation with one or 
more partners. 

These men pooled their scant resources, worked long hours, took 
out only living expenses from the business and, if they were successful 
in attracting some good customers, gradually—and often painfully— 
expanded their operations. Profits were used to buy more and better 
equipment and to rent the larger quarters needed by a growing 
business. 

In time, many of them bought or built their own buildings to suit 
their particular needs. 

Vithin recent years, the growing c omple xity and precision of metal 
and jastie products has brought demands for more complicated and 
eade precise special tooling. As production equipment has become 
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more elaborate and more automatic, the requirements for special tool- 
ing have become more extensive and more diflicult. 

This means that the tool-and-die manufacturers are faced with a 
widespread need for more precise and costly machine tools, and 
expanded facilities. 

This brings up very serious problems, indeed. The only impor- 
tant source of new capital is retained earnings. Public financing is 
out of the question. Banks do not make long-term loans for such 
purposes. Insurance companies are not interested. The shop owners 
have not been able to accumulate any considerable savings. And 
depreciation reserves amount to no more than a half or a third of the 
cost of a new machine to replace one that is worn out or obsolete. 

The Small Business Administration has helped in a number of 
instances, but all too often its loans are limited and for too short a 
duration. 

There is full agreement among tool-and-die manufacturers that it 
is essential they be allowed to retain more of their earnings, for 
reinvestment in their businesses and for increasing their working 
capital so that they will have more stability in dull periods. 

in the tool-and-die business, it is apt to be “a feast or a famine.” 
This process of growing from within has kept resources in a con- 
tinually strained condition. 

Since a large share of the tool-and-die businesses are unincorpo- 
rated, it is important that tax relief not be limited to corporations. 
Of course, granting permission to partnerships and sole proprietor- 
ships to be taxed as corporations, as has been suggested, would extend 
to these other groups any relief granted from corporate taxes. 

Tool-and-die manufacturers look with great favor upon the provi- 
sions of the Sadlak and Herlong bills—H. R. 6452 and H. R. 9119— 
for a gradual, systematic reduction in all Federal income-tax rates. 
We consider it vital that the present confiscatory higher rates be 
lowered drastically, and that the tax burden be lessened for everyone. 

But if small businesses, and in particular the tool and die shops, 
are to realize their share of prosperity and growth—or, in many cases, 
even to continue in existence—still further relief is imperative. Sta- 
tistics have been quoted on numerous occasions proving the average 
profit per sales dollar is much less in small businesses than in large. 
The need for and fairness of some form of relief that would espe- 
cially benefit the smaller businesses—although apphed uniformly to 
businesses of all sizes—was recognized when the surtax was removed 

from the first $25,000 of corporate income. This action was taken 
approximately 7 years ago. While it has been quite helpful, its lim- 
red scope has detracted from its usefulness. 

In the years since this relief was granted, inflation has sealed down 
the effectiveness of the action. To make this plan really effective under 
present-day conditions, we recommend that the exemption from surtax 
he inereased to $100,000. 

Another recommendation already mentioned is that permission be 
given partnerships and sole proprietorships to be taxed as corpora- 
Tions, 

Depreciation allowances should be greatly liberalized so that the 
‘ost of equipment can be written off entirely—or at least down to a 
nominal salvage value—before it becomes obsolete for the precise 
work required in tool and die making. 
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As a specific recommendation now, we would like to propose estal- 
lishing a maximum useful life of 10 years on machines and 20 years 
on buildings. For any lesser period, the burden of proof should be 
on the taxpayer claiming the shorter life. 

This is particularly directed at Bulletin F of the Internal Revenue 
Code—that we feel the lives established for machine tools are un- 
realistic. 

Senator Javirs. What do they establish ? 

Mr. Marsiuius. Well, they vary by the type of machine, and a lot 
of them are in excess of the 10-year period. 

Senator Javirs. Thank you. 

Mr. Marsitius. Though many tool and die shops are doing a large 
percentage of military work, rapid amortization is no longer per 
mitted as it was in the Korean war. Considering the risks inherent 
in small business, shopowners during emerge ‘nclies are willing to in 
vest in equipment they can writ off in 5 years, as they feel they can 
see that far ahead. If required to depreciate machine tools and 
equipment on a normal basis, they are often reluctant to take the 
gamble. 

Reports from our members indicate that some internal revenue 
agents are attempting to require the establishment of a high salvage 

value on the shop’s equipment, and to allow depreciation only to that 

value, instead of to zero, as has been almost universal practice in the 


past. 

This is most inequitable, since there is no way of forecasting what 
a machine tool can be sold for 10 years from now. Anticipated scrap 
value less removal cost is the logical salvage value to assume. Any 


greater amount realized would then be taxed as capital gains. 

Depreciation allowances already are much too low to permit the 
accumulation of reserves of sufficient size to pay for replacements: and 
to establish high salvage values on equipment will still further reduce 
reserves that are already grossly inadequate. 

I might mention here that one of our members wrote in that a very 
precise De Jur machine used in precision tool shops cost $21,000 in 
1946. The same size machine equipped with a few new labor-saving 
devices will cost $48,000 today. 

In this connection, in fairness, permission should be granted for 
the use of the alternative methods of depreciation—declining balance 
and sum-of-the-digits methods—provided by section 167 of the 194 
Internal Revenue Code, for used property. 

Many tool and die manufacturers can afford to buy only used ma 
chine tools. This is one of President Eisenhower’s recommendations 
to aid small business. 

A very important provision that would often remove the need ¢ 


liquidating a tool and die busi Mess upon the death of a prim ipal owner 


woul | be permission to pay estate taxes in installments over a 10 year 
period. 

This is another of President Fisenhower’s recommendations. The 
working C apital of 2 tool and die shop 1 is ordinar ily verv limited and 
there is no inventory that can be disposed of to raise fun Is to Prey ate 
taxes, since all spec ial tooling is meide to order. 

Other relief measures would be desirable, such as permission to 
charge off as an expense of doing business a certain amount of addi- 
tional investment per year and permission for a proprietor of an un 
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incorporated business to be treated as an employee under qualified 
pension, profit-sharing, or stock bonus plans. But the measures I have 
discussed earlier are considered the most important. 

Any action your committee may take to make our recommendations 
effective will be greatly appreci: ated, and highly beneficial to small 
business—and the country’s ec onomic welfare. The contract tool and 
die industry, in a healthy state, is vital in peacetime as well as during 
defense emergencies. 

Thank you. 

Senator Javirs. Thank you. 

Are there any questions, Senator / 

Senator SALTONSTALL. No, 

Senator Javirs. Thank you very much, Mr. Marsilius. 

Our next witness is Miss or Mrs. Miriam r R. Kolis. 

Mrs. Eorts. Mrs. Eolis. 

Senator JAvirs. Mrs. Eolis, as it is presented here, your statement 
will be considered part of the record, and you may proceed as you 
wish. 


STATEMENT OF MIRIAM I. R. EOLIS, CERTIFIED PUBLIC 
ACCOUNTANT, NEW YORK, N. Y. 


Mrs. Eons. Thank you. 

Gentlemen, not too long ago one of our top Government officials an- 
nounced that what was good for General Motors was good for the 
country. This was something of an economic oversimplification, be- 
cause I think we could just as well say, if not better so, that. what: is 
cood for small business is also good for the country. 


We are rather quick to recognize, in rearing our children, that it 

is the young who possess vit: ality and to whom belongs the future; 
the aging are often complacent and static, although frequently very 
efficient. 

We feed and foster the young to the maximum of their capacities as 
well as ours; but we do not apparently see that big business, when it 
crows big enough, often becomes by its very magnitude lumbering and 
static and monopolistic. 

Our future as a nation lies in fostering new and fresh business, the 
need for big business not being as great. 

Mr. Sruurs. Excuse me, Mrs. Eolis. Could you identify yourself? 
You are a certified public accountant / 

Mrs. Eouts. Right. 

Mr. Sruurs. Practicing in the city of New York ? 

Mrs. Eorts. Yes, sir. 

Mr. Sruurs. What is the address? 

Mrs. Eoris. 450 Seventh Avenue—34th Street. I am also a mem- 
ber of the bar. 

Mr. Sruurs. Thank you very much. 

Mrs. Eorts. I believe that one of the most potent forms of aid that 
can be made available to small business, possibly, lies in the field of 
tax relief. At the present time, both the tax law as well as the admin- 
istration of the tax law favors big business to the distinct detriment of 
small business. 

There are many sections of the Revenue Code today providing for 
relief which is available to big business—depletion allowances, amorti- 
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zation writeoffs, which have already been corrected for 1958 but have 
been on the books as a relief measure all these years, special charitable 
contribution provisions, and a multitude of many other little-known 
but widely used tax-relief measures. 

For every dollar of tax relief given to big business, small business 
has to carry the burden. 

Tax administration, with all good intentions, is at least as faulty 
as the law itself. There has been a violent attack in recent years on 
the fact that small-business men represent our tax liars and cheats, 
and I think it is highly discriminatory. 

What is very often acceptable in big business is totally condemned in 
small business. For example, I think this may be confined largely to 
the New York area, but it probably goes out to other sections of the 
country as well; there is a very heavy drive in tax administration 
circles to clamp down on expense accounts. J think the attack has hit 
small-busin ane people far more than big-business organizations. 

It is pointed out that th e owners of many small organizations abuse 
expense accounts by purchasing cars and yachts and renting apart- 
ments and hotel suites for their business and their proceeding to use 
these items for their personal use as well. 

The failure, though, to recognize that large corporations do pretty 
much the sume thing, but somehow it does not become apparent, is 
overlooked. Their facilities are used by their top executives 
occasionally for the personal convenience and comfort of these 
executives. 

Companies that own airplanes that are used for company travel, 
but then are occasionally used for private travel as well. 

Hotel suites that are maintained in some of the finest hotels in New 
York all year round, used perhaps principally for business, perhaps 
only occasionally or maybe even frequently for private use. 

There is no question that these abuses should be corrected. I do not 
think they should be overlooked. But I do not think ae should be 
directed principally at small business to its disadvantage. I think 
these problems ought to be investigated in the big companies as well. 

Before we can consider giving any kind of tax relief to small busi- 
ness, if it becomes apparent that it requires it, I think we should first 
set up a definition of what will constitute “small business,” and then 
proceed to extend the relief accordingly. 

Here I have made certain proposals, and I could be persuaded to 
increase amounts or reduce them, depending on what a study would 
indicate. 

In my opinion, businesses falling ] ito the class ification ] have set 
up are no competition at all for big business, and, therefore, should 


get spec 19] fost: ring, 
I would propose that it include any form of business organization, 


whether it is an individual, partnership, or a proprietorship; that the 
san oe or a successor, as specifically defined, should not be in 
business for more than 20 years; that the organization should not have 
an original invested capital of more than, say, $75,000, and that it 
includes also those corporations that are accumulating up to an addi- 
tion: ul $175,000. 

I think when you are dealing with corporations up to a quarter of a 
million dollars, you are still dealing with children in the compet titive 
business world. 
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Perhaps the most dramatic but also, I think, most desirable form 
of tax relief that can be extended to ‘small business is to give it a 
complete exemption from corporate income taxes as long as it fits 
some such definition. 

There is no question that such an exemption would shift the tax 
burden, and that is always a political problem. But I think a shift 
has to be made, and I think it could be compensated for. 

I do not know, dollarwise, whether the elimination of some of the 
other provisions would quite compensate—a study would indicate 
that—but I think if a look were taken at the depletion allowances 
and other privileged provisions, we might be able to bridge the gap. 

The exemption would make available to young businesses the 
earnings that now go into taxes; and these earnings could then go 
into expansion and reinvestment, and I think that this impetus could 
be tremendous in the growth of our economy. 

Depreciation allowances on the books as they stand today are also 
considerably more helpful to big business than to smal] business, and 
what has been reviewed here several times today is this reference to 
the sum-of- the- digits method of depreciation which is applicable only 
to new machinery, and the smaller-business man usually is not rich 
enough to be able to afford new machinery. 

I think some of the comments that separate sets of books would 
have to be kept, and this would be highly inconvenient, are = a well- 
taken point, because, as a matter of fact, in the State of New York 
today, this sum-of-the-digits method of accounting is not permitted, 
and most businesses already have to keep two sets of records to 
report correctly for New York franchise-tax purposes and Federal 
income-tax purposes; so while it might be a problem, it certainly is 
not an insurmountable one. 

The “reasonableness” of officers’ salaries in small corporations has 
been a tax auditing target for a great many years. I cannot quite 
see any logic for the tax law to attempt to keep officers’ salaries down. 

The favoring is principally again in small business rather than in 
big. It is not too unusual for a top executive in a big company 
to receive $100,000 in salary. For an executive in a small-business 
corporation to receive $50,000 is quite unusual. He has to be a 
pretty dynamic, shrewd, hard-working man to be able to even draw a 
salary like that. If he does draw it, I do not think there should be 
any question about it. 

i do not think the question of double taxation on the dividends 
problem should enter at all. If the business can earn that salary for 
him, he should be free to draw what he thinks he can draw from that 
business for his services, just as any big corporation will pay what 
the traffic will bear and what the competition 1 permits in its business. 

Ac umulated earnings in a small business are another tax-auditing 


] fact, under the 1954 Revenue Code, this has 


bugaboo. As a matter by 
already ee en recognized, and an exemption of up to $60,000 is allowed 
for accumulated earnings. 

But while it recognizes the problem, | I do not think it properly faces 
it. Ican see no basis for any limitation on accumulated earnings. I 
do not think any accumulation of earnings should be considered unrea- 
sonable in a small business. 
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No realistic businessman is going to leave his earnings in the busi- 
ness indefinitely without using them. He may leave them there for a 
year or 2, or maybe even 3, but he will eventually be tempted into some 
form of expansion if he is not using that money. If it is going to stay 
there for 2 or 3 years doing nothing, he will eventually be tempted to 
draw it out and pay the dividends tax on it, anyhow. I do not think 
he needs that kind of senaleliner by the tax law. 

Most business oan ations are in reality partnerships working 
under a corporate franchise. Partnerships today have the rather du- 
bious privilege of filing as corporations. I think the reverse ought 
to be made part of the law. 

This was originally intended as a relief provision, as a matter of 
fact, in the discussion of the 1954 Code. Somehow, in the process of 
working it out, the original provision that had been intended never got 
into the law, and the reverse one did. 

Small business is very often hamstrung by many of these problems 
during most of its existence, and then, lo and beh« old, it becomes pros- 
perous, and the owner dies, and now his estate, if it is at all typical, 
probably consists principally of his home and his business. 

They both are probably very generously valued for estate purposes, 
if the usual procedure is followed. Unless either one or both are sold, 
there is no way of paying his estate taxes. 

If the business is sold entirely, the estate is usually very much de- 
pleted : 

I believe, to alleviate the situation, the estate-tax portion applicable 
to the valuation of a small business, or maybe even a small business and 
a residence, should be payable over a period of years, 5 or 10, or what- 
ever number of years can be worked out. 

I would say that the recommendations I have set forth here are 
neither all-inclusive nor are they exclusive. I just feel that if a gen- 
eral point is made that small business does need help and does need 
fostering, and a general direction is taken to give such fostering, the 
detailed provisions will inevitably follow. 

Thank you. 

Senator Javirs. Thank you, Mrs. Eolis. 

Any questions, Senator ? 

Senator Satronstauu. No, thank you. 

Senator Javits. Thank you very much for your helpful and infor- 
mative testimony. 

(Mrs. Eolis’ prepared statement follows:) 
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Not too long ago, one of our top Government officials announced that what is 
good for General Motors is good for the country. This economic oversimplifica- 
tion neglected to observe that what is good for small business is even better 
for the country. It is out of small business that we draw principally on imagina- 
tion, dynamic drive, and youthful growth. In rearing our children, we are 
quick to recognize that it is the young who possess the vitality, and to whom 
belongs the future. It is the aging who become complacent, frequently efficient, 
but usually static. We feed and foster our young to the maximum of their 
capacities and ours. Why can we not see that big business when it gets big 
enough, by its very magnitude, becomes lumbering and static and monopolistic, 
that our future as a nation is in constantly fostering new and young business not 
yet stultified by fear and discouragement. 

One of the most potent forms of aid that can be made available to small 
business lies in the field of tax relief, both by statute and administration. Tax 
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law and tax administration today strongly favor big business to the distinct 
detriment of small business. Sections of the Revenue Code providing for deple- 
tion allowances, fast depreciation and amortization writeoffs, special charitable 
contribution provisions, and a multitude of other little known but potently 
used relief statutes, are in the law wholly for the benefit of big business. For 
every dollar of tax relief given to big business, small business carries the burden. 

Tax administration, with all good intentions, is at least as faulty as tax 
law. The attack on small business men as “tax liars and cheats” is sadly dis- 
criminatory. What is acceptable and proper in big business is totally con- 
demned in small business. For example, at the present time, there is a heavy 
drive in tax administration circles to clamp down on the expense accounts of 
small business corporations and their stockholder executives. It is pointed out 
that the owners of many of these corporations are living at the expense of their 
businesses, which in turn are obtaining tax benefits therefrom. The finger has 
been specifically pointed at those close corporations that own cars and yachts, 
and rent hotel suites and apartments which are occasionally used for the per- 
sonal comfort and convenience of the close corporation stockholder. Why is it 
less condemnatory for a large corporation to maintain similar, but far more 
lavish, facilities for the occasional personal convenience of its top executives, 
who are not necessarily substantial stockholders in the company. If the big 
corporations are aided to keep their top executives with the bait of fancy 
expense accounts, and the convenient use of company assets, why should the 
small corporation executive, who is enjoying the same bait, be more suspect in 
his motives. Good tax administration should aim at correcting these abuses, 
but not to the disadvantage of small business. 

sefore we can consider any kind of tax relief for small business, we must 
first define our terms. Many of us may not agree on just what is meant by 
small business. I would propose a definition which would include any form of 
business organization, individual proprietorship, partnership, or corporation, 
which organization or its suecessor has been in existence not longer than 20 
years. It should include further oniy those organizations with an invested 
capital of not more than $75,000, and accumulated earnings of not more than 
$175,000. Its partners or stockholders should number no more than 10. While 
these proposed limitations may, in some isolated cases, exclude organizations 
that are deserving of relief, and include others that do not require it, some 
general rules must be set down. 

The most dramatic as well as the most desirable tax relief that should be given 
to small business is complete exemption from corporate income taxes. Suc 
an exemption would undoubtedly require a shift in the tax burden, but elimina- 
tion of depletion allowances, and some other special privilege relief provisions, 
could compensate for the gap without too much prejudice or problem. The 
exemption would make available to young businesses the earnings now going 
into taxes, and these earnings could then go into expansion und reinvestment. 
This could be of tremendous impetus to the further growth and development 
of our economy. 

Depreciation allowances as they stand on our statute books today are con- 
siderably more helpful to big business than to small business. Under the 1954 
Revenue Code the sum of the digits method of depreciation was introduced as 
an acceptable method, but could be applied only to new assets. This method 
allows for very heavy writeoff of assets in their early years, and could be 
of tremendous tax reduction value to young business. But most small, new 
businesses cannot afford to buy brandnew capital assets, and the second-hand 
assets they buy do not qualify for this depreciation method. it would there- 
fore give effective tax relief to smali business to extend the application of the 
sum of the digits method of depreciation to used property. 

The reasonableness of officers salaries in small corporations has been a tax 
auditing target for many years. There seems to be very little logic in keeping 
down salaries of officers in closely held corporations. A salary of 8100,000 
to a big company executive is neither spectacular or unusual, but in a smali 
business an officer who receives more than $50,000 is always made to feel edgy 
about the tax consequences. Usually the $50,000-a-year man in the small busi- 
ness, to achieve a salary of that magnitude, has to be very hard working, shrewd 
and enterprising, but he is nonetheless on the defensive to justify such a salary. 
It would therefore be desirable to remove all limitations with respect to the 
reasonableness of officers’ salaries. 

Accumulated earnings in a small business are another tax anditing bugaboo. 
Under the 1954 Revenue Code this was recognized, and partial relief was af- 
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forded by allowing an accumulation up to $60,000 without justifying its 
sonableness. The relief given is, however, unrealistic and insufficient. Small 
business needs the incentive to accumulate, not distribute, its earnings. If its 
earnings are accumulated, they must of necessity eventually be put to work. 
No small-business man will indefinitely keep liquid funds in his business unused. 
He will merely wait for the opportunity to utilize them. It is therefore desirable 
to wholly eliminate the surtax on unreasonably accumulated earnings. 

Most small-business corporations are, in reality, partnership working under 
a corporate franchise. It would therefore be desirable to permit small-business 
corporations to elect to be taxed as partnerships. 

Corporate-pension, profit-sharing and stock-bonus plans have become an in- 
tegr il part of big busiess incentives to its top personnel. Individual proprietors 
and partner owners of small organizations find no such incentives available to 
themselves. It would therefore be desirable to give the owners of unincor- 
porated businesses the right to elect to be treated as employees for such pension, 
profit-sharing or stock-bonus plans. 

Small business is often hamstrung by tax problems during most of its existence. 
Then, lo and behold, it becomes prosperous and affluent, at which point the prin- 
cipal owner dies. Now his estate, if it is typical, consists principally of his 
business and his home, both of which are generously valved for estate tax pur- 
poses. Unless one or both are sold, there are usually no liquid funds to pay his 
estate taxes. If the business is sold the estate is usually very much depleted. 
To alleviate this situation, it would be desirable to permit payment in install- 
ments, over a period of years, of the portion of estate taxes applicable to the 
valuation of small business. 

The recommendations herein set forth are neither exclusive nor all inclusive. 
If the general point is made, that small business merits tax relief, and the general 
direction is taken to give such relief, the detailed provisions will inevitably 
follow. 


rea- 


Senator Javrrs. Our next witnesses are C. R. Alvey and Dave Corn- 
feld, of the Alvey Conveyor Manufacturi ng C 0. 
You may proceed, Mr. Alvey. 


STATEMENT OF C. R. ALVEY, VICE PRESIDENT, ALVEY CONVEYOR 
MANUFACTURING CO.. NEW YORK CITY; ACCOMPANIED BY 
DAVE L. CORNFELD, ESQ., ST. LOUIS, MO. 


Mr. Atvry. Mr. Chairman, my name is C. R. Alvey, and I am vice 
president of the Alvey Conveyor Manufacturing Co., of St. Louis, Mo., 
and I have charge of their New York office, which handles most of the 
business done in Central and South America. 

In that connection, we have been having considerable difficulty with 
the Western Hemisphere trading provisions. I am not familiar with 
the technical side of this matter, so with your permission, our company 
attorney, Mr. Cornfeld, will make a statement about it. 

Senator Javits. Would you proceed in your own way. 

Mr. Cornrexp. I just wanted to cover some of the highlights in 
there. 

Senator Javits. Allright. 


STATEMENT OF DAVE L. CORNFELD, GENERAL COUNSEL, ALVEY 
CONVEYOR MANUFACTURING CO., ST. LOUIS, MO. 


Mr. Cornreitp. My name is Dave L. Cornfeld. I reside at 7467 
Cornell Avenue, University City, Mo. Iam a member of the law firm 
of Husch, Eppenberger, Donohue, Elson & Jones in St. Louis, Mo. 
We are general counsel for - \lvey Conveyor Manufacturing Co. and 
its wholly owned Western Hemisphere trade corporation subsidiary. 
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We believe that there is great need for clarification of section 921 
f the Internal Revenue Code of 1954—formerly section 109 of the 
1959 Internal Revenue Code—relating to Western Hemisphere trade 
corporations, particularly with respect to the effect upon smaller cor- 
porations of certain interpretations of that section by the Treasury 
Department. 

We are asking congressional relief not only for ourselves but scores 
of other corporations who encounter extreme difficulties and unneces- 
sary expense in qualifying as Western Hemisphere trade corporations 
under section 921. 

Conversely, at present, only some corporations, principally large 
ones, which are able to set up and maintain subsidiary plants and 
offices abroad, can secure the tax benefits of this provision. 

[t is our belief that if small corporations like ourselves are to be 
able to enjoy the benefits of doing an export business in the Western 
Hemisphere, and if our export business with foreign countries is to 
be increased rather than curtailed, then small companies require 
amendments to the existing act in order to obviate the rulings of the 
Treasury and some recent court decisions, which make necessary arbi- 
trary methods of doing business contrary to long-established, usual 
trade prac tices. 

The Treasury Department has conceded that the present operation 
of this law is inequitable. We will discuss this situation and the pro- 
posed remedies later. 

There will be a continued loss of foreign trade, as far as the United 
States is concerned, if we are compelled to tell our foreign customers 
that they must do business our way. If we will do business their way 
it will go a long ways toward helping our export business. While 
large business m: iy be able to impose their own business procedures 
on customers, the smaller competitor cannot. 

The Western Hemisphere trade provisions were added to the In- 
ternal Revenue Code as section 109 by the Revenue Act of 1942. The 
purpose of these provisions was stated in the Senate Finance Com- 
mittee report at that time, as follows: 

American companies trading in foreign countries within the Western Hemi- 
sphere are placed at a considerable competitive disadvantage with foreign 
corporations under the tax rates provided by the bill. To alleviate this competi- 
tive inequality, the committee bill relieves such corporations from surtax 
liability. 

Che enactment of section 109 stimulated little immediate activity in 
the formation of corporations for the purpose of qualifying as a West- 
ern Hemisphere trade corporation, primarily because of the restrictive 
effect of World War II upon export trade. 

With the end of World War I, interest in the provisions of section 
109 grew more r apidly, as evidenced by the number of articles on this 
subject in law reviews and trade journals, 

The experience of Alvey Conveyor Manufacturing Co. and Alvey 
Conveyor Export Co., we ‘believe, 1s typical. Alvey Conveyor Manu- 
facturing Co. has been engaged in the manufacture of conveying 

nachinery since 1913. The corporation has approximately 255 em- 
ployees. In most instances, its product is made to order, although it 
does manufacture some standard conveyors, and each conveyor system 
is intended for installation in a specific industrial plant. 
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During World War IT, as was true of most American manufactur- 
ers, the entire facilities of Alvey Conveyor Manufacturing Co. were 
devoted to war production. 

Immediately following World War II the company operated at 
capacity, filling domestic civilian orders. The management, however, 
believing that it would be desirable to expand the company’s markets, 
explored the possibilities of making sales in South and Central Amer- 
ica, and a sales representative was sent to investigate the potential 
market in South and Central America. 

In investigating the export market, the provisions of section 109 of 
the Internal Revenue Code relating to Western Hemisphere trade 
corporations afforded an opportunity of engaging in such commerce 
by helping meet foreign competition. 

The company found that it would have to meet three conditions: 

(1) All of its business would have to be done within the Western 
Hemisphere. 

(2) Ninety percent of its income would have to come from the 
active conduct of a trade or business. 

(3) Ninety-five percent of its income would have to come from 
sources outside the United States. 

To meet all of the required conditions of section 109, the company, 
in line with what had been done by scores of other corporations, 
formed a subsidiary to meet all of these conditions. 

The Commissioner of Internal Revenue, in Income Tax Ruling 
3757, had already ruled, under the policy in vogue at that time, that 
the formation of such a subsidiary for the express purpose of quali- 
fying as a Western Hemisphere trade corporation would be recognized 
as valid for tax purposes in view of the congressional intent of en- 
couraging export trade. 

We now come to the difficulty which we believe Congress should 
correct. Although section 109—now section 921—contained no ex- 
press definition of the source of income for Western Hemisphere 
trade purposes, the Treasury regulations did provide that the source 
of income would be determined in accordance with the provisions of 
secti { ‘ sections 861-864—aunder which the source of income 
from the purchase and sale of personal property is the country in 
which the property is sold. 

The courts have held under section 119 that such place of sale, and 
therefore the source of income, is the country where title to the per- 
sonal p1 ‘operty passes, 

The Commissioner of Internal Revenue has adopted these holdings 
and ruled them to be applicable to the Western Hemisphere trade 
corporation section. 

It will be noted, however, that the basic purpose underlying section 
119 was to determine the jurisdiction of the United States to tax 
Oa whereas the purpose underlying the Western Hemisphere 

rade corporation section, as stated at the time of its adoption, is to 
eianidate competitive disadvantages between United States corpora- 
tions dealing with South American customers as against foreign 
corporations. 

In order to accomplish this latter purpose, it would appear that the 
place where the competition exists should determine the source of the 
income. 
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In view of the state of the law, it was necessary, under the Com- 
missioner’s interpretation of section 109, that the company establish 
operating procedures so that title to the conv eying machinery would 
pass outside of the United States. 

Under the general law of sales, the place where title passes is a 
matter to be governed by contract between the parties to a sale, 

Many of the legal writers, in the absence of court deci isions, had 
indicated that in order to be safe, a Western Hemisphere trade cor- 
poration should do more, however, than provide contractually for the 
passage of title outside of the United States. 

Some legal writers had gone so far as to indicate that a Western 
Hemisphere trade corporation should maintain either a warehouse or 
branch office in South America to which the property could be shipped 
and where possession and title could be transferred to the purchaser. 

However, the expense of establishing and maintaining such ware- 
houses or branch offices, particularly during the early years of the 
establishment of South American trade, would have been prohibitive 
for Alvey Conveyor Export Co., as for most smaller corporations. 

In addition, since most of the conveyor systems sold by Alvey Con- 
veyor Export Co. were made to order, warehou ‘sing was totally im- 
pr actical. The possibility of obtaining agents in South America to 
whom shipment could be made and who would transfer title was in- 
vestigated, and again it was determined that this expense and com- 
plication could not be justified from a sound business or competitive 
standpoint. 

It was also obvious that the intervention of a branch office, ware- 
house or agent would contribute nothing toward furthering the con- 
gressional purpose in enacting the Western Hemisphere trade corpora- 
tion section and would merely add complication and expense. 

The ultimate transaction in any event would be a sale by Alvey 
Conveyor Export Co., solicited and negotiated in South America to 
a South American factory. Alvey Conveyor Export Co. would be 
competing with foreign manufacturers of conveying machinery for 
the business of this customer. 

It would therefore appear logical that the simplest, least expensive 
means of transporting the property to its ultimate destination would 
be most desirable to effectuate the congressional purpose. 

[t is impractical for our company and sm: all companies like ours, 
to maintain branch offices or warehouses in all of the many South 
American countries. Like ourselves, many of these other smaller 
companies make special equipme nt for our South American customers, 
and any w avehouse, branch office, or business arrangement merely for 
the purpose of establishing the fact that the title passed outside of 
the United States is cumbersome, expensive, and contrary to the pur- 
poses of the original act. 

Ne »vertheless, the usual and well-established export procedures were 
not available, since it was legally necessary for the export company 
to ret ain title until the conveying machinery arrived in South America, 
whereas, under normal practices, title is transferred as soon as possible. 

In an effort to comply, the company attempted to work out a cumber- 
some letter of credit procedure under which an irrevocable letter of 
credit would be established at a United States bank by the purchaser 
through a South American bank. The shipping documents would be 
sent to the South American bank. 
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When the South American bank received notice of the arrival of the 
shipment, it would turn over the bill of lading to the purchaser, and 
notify the United States bank, which would then release payment to 
the seller. 

This plan met with objections by our customers on various grounds. 
It was a new method of doing business and the customers could not 
understand the reason for changing established methods. 

They objected to the expense of opening a letter of credit, especial- 
ly on such terms, since the expense was substantial in South America. 

In some instances these customers, who were among the leading cor- 
porations in South America, considered a request for a letter of credit 
a reflection on their credit. 

In a few instances, these customers even offered to pay in advance 
rather than establish a letter of credit. 

This created an anomalous situation. In effect, the company had 
to say to the customer : 

In order to qualify under our tax laws for certain benefits which Congress has 
conferred in order to encourage and assist us to sell our product to you, we 
must refuse to do business in the manner you prefer—we cannot accept payment 
in advance or follow well established trade practices—-we cannot pass title to 
you in our home country as our European competitor can in his—-we must insist 
that you wait until our product arrives in South America to make full payment 
and to accept title, because if we do business as you prefer, we lose the tax 
benefit which helps us to make a competitive price. 

As a result of customer resistance the letter of credit method had to 
be virtually abandoned. Fortunately, since the customers of Alvey 
were in practically all instances the outstanding businesses of South 
America, no credit risk problem existed. 

However, it can be readily seen that where United States companies 
a deal with customers which are not of such high caliber, the normal 

rade practice of having payment made and title pass to the customer 
ni ior to shipment would do much to facilitate trade. 

Alvey Conveyor Export Co. therefore found it necessary to rely 
upon the law of sales that title passes according to the intent of the 
parties. 

By contract with its customers, it was agreed that title would not 
pass and that Alvey would bear the risk of damage or loss until the 
shipment arrived in South America. Even this seemingly simple 
method has met with some customer resistance, and in certain instances 
where customers have refused to agree to such passage of title, the 
sale could not be made by the export company since its qualification 
would be jeopardized. 

Senator Savronstraty. Mr. Chairman, might I interrupt for one 
question ? 

Senator Javirs. Yes. 

Senator SaurronstatL. Mr. Chairman, I ask this question now, Mr. 
Cornfeld, because I am sorry to say I have to leave temporarily to keep 
a luncheon engagement. 

My question is this, have you or your associates put a bill into the 
Congress for this special form of tax relief / 

Mr. Cornrevp. There is a bill pending, it is S. 808, which was intro 
duced by Senator Smathers in conjunction with Senators Capehart, 
Frear, and Jenner. 

Senator Sarronsrarr. I mention that because, 1f T may respect 


fully say so, Mr. Chairman, it seems to me your problem is a special 
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ized one and rather outside of the range of the small-business prob- 
lems that we have to consider, and that if there is justifiable relief as 
your argument might seem to indicate that there might be, it would 
seem to me, the right thing to do is to get your Senator or Congress- 
man, preferably a Congressman, or both, to put in a special bill to 
bring this matter specifically before Congress. 

Mr. Cornretp. Well, the point that 1 was going to make is from 
the standpoint of sm: ull business, that at the present time larger cor- 
porations are able to get the tax relief of this section and are at a 
competitive advantage as against smaller businesses, and that, I be- 
lieve, is the-—— 

Senator Sarronstati. Purpose of the bill? 

Mr. Cornre_p (continuing). Purpose of the bill, and the purpose 
of the appareance before this committee. 

Senator SarronsraLy. Thank you, sir. 

Mr. Cornrevp. If I may proceed. 

Delaying the passage of title raises many problems in dealing with 
South American customers. In some countries dollar exchange, al- 
though available to purchase United States merchandise, is not avail- 
able for services such as transportation or insurance. 

In such cases, shipment must be made through a steamship line and 
the shipment insured with an insurance company which will accept 
the funds of the buyer’s country in payment. 

In the latter case, the insurance policy will naturally provide for 
payment in similar funds in the event of loss. Just as naturally, the 
United States seller will strongly prefer to be insured in United 
States dollars rather than in some blocked foreign currency. 

Transactions with buyers located in such countries can be greatly 
facilitated if the buyer or the buyer’s agent can take title in the 
United States so that he can arrange for the shipment in his own 
name, and insurance can be obtained by the buyer insuring his own 
interest. 

In such cases where passage of title and consequent risk of loss or 
damage is postponed, as a prerequisite to qualify under the provisions 
of section 109, the seller has the unhappy alternatives of being insured 

: blocked or restricted foreign currency, or insuring in this country 
me absorbing the premium cost, or of being a self-insurer. 

None of these alternatives contr ah anything toward the achieve 
ment of the objectives of section 109, which was enacted for the pur- 
pose of enabling United States companies to meet foreign competition 
through lowered costs. 

Another problem which has arisen because of the passage of title 
test results from the fact that many South American companies prefer 
to utilize purchasing agents in the United States for the purpose of 
placing orders and supervising shi ipments, even though all prelim- 
inary negotiations are carried on in South Ameriea. 

Some of these purchasing agents are wholly owned United States 
subsidiaries, others are independent contractors on retainer or com- 
mission. Under this long-established procedure the purchasing agent 
is nominal purchaser under the contract of sale, although the contract 
may show that the agent is acting on behalf of a South American 
principal. This permits the purchasing agent, a United States corpo- 
ration, to bring legal action on the contract if such were necessary. 
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The usual form of such transaction is for the purchasing agent to 
take title to the merchandise in its name in the United States, facili- 
tating consolidation of shipments and the handling of insurance under 
the purchasing agent’s blanket policy, and permitting inspection prior 
to arrival of the shipment in South America. 

Where these agents are utilized, objections have been frequently 
raised by Alvey’s customers to postponement of passage of title, as 
altering the established office routines of the agents, creating insurance 
problems, as well as permit and license problems which are not en- 
countered under the normal procedures to which the buyers have 
become accustomed. 

In addition, even though the merchandise is shipped to South Amer- 
ica and title passes there; even though the merchandise is especially 
designed for use and consumption in South America; and even though 
the order was solicited and the negotiations carried on in South 
America, the Treasury Department on audit of the Export Co.’s tax 
returns has asserted that if the nominal customer is a United States 
corporation, the income from such sale should be treated as derived 
from sources within the United States. 

In view of these practical problems and obstacles, of particular con- 
cern to smaller corporations, arising out of the “passage of title” test 
engrafted onto section 921, it is respectfully suggested that this sec- 
tion should be clarified so as to carry out the original congressional 
intent. 

Obviously, the place of passage of title has no legal, economic, or 
practical elfect upon the need of United States corporations for the 
elimination of competitive disadvantages with respect to foreign 
cor porations. 

The place which is the real source of the income and which, in eco- 
nomic fact, determines whether a United States corporation needs tax 
relief to aid it in competing with foreign corporations is the place 
where the merchandise is intended to be used or consumed, that is, the 
ultimate destination of the merchandise. 

The price which a customer is willing to pay depends upon what it 
will cost him to obtain competing products at the place where he 
ultimately expects to use or pio ge product. 

Except to the extent that legal or administrative difficulties are 
created, he cares little whether title passes in New York, Rio de 
Janeiro, or Bogota, since the net cost to the customer will be the same, 
namely, the cost of the merchandise at its source, which of course 
reflects tax costs, plus the cost of trans sporting it to its ultimate desti- 
nation. It makes no difference if the cost of transportation is initially 
paid by the seller and added to the selling price or if it is omitted from 
the price and paid by the buyer. 

Even the legal distinction of risk of loss is illusory, since in prac- 
tically all instances, the risk will be covered by insurance, the pre- 
mium for which will be either borne directly by the buyer or paid by 
the seller and added to the price. 

It is, however, the legal and administrative difficulties raised by 
postponement of passage of title in export situations which causes 
the serious problem we have. The large corporation which can ar- 
range its affairs to pass title abroad now has a tax advantage in 
competing for South American business, which should also be avail- 
able to smaller companies. 


TAX PROBLEMS OF SMALL BUSINESS 497 


Based on our experience with section 921 as presently written and 
as presently interpreted and administered by the Treasury Depart- 
ment, we believe that section 921 should be amended to Suabade an 
express definition of the “source of income” from export sales which 
will be consistent with the congressional purpose. 

The place where the merchandise is intended to be used and con- 
sumed, that is, the ultimate destination, should be treated for the 
purpose of this section, as the source of the income arising from the 
sale, since it is that place which is the real source of the income and 
which, in economic fact, determines whether a United States corpo- 
ration needs tax relief to eliminate competitive disadvantages with 
respect to foreign competing corporations. Such a provision would 
be analogous to the present provisions exempting goods sold for 
export from excise taxes. 

Such an amendment would place the burden on the taxpayer of 
proving the ultimate destination, but this burden could be met by 
bona fide exporters through affidavits, the sales contracts and the 
shipping documents. 

The test of destination is as susceptible to easy audit by the Gov- 
ernment, if not more so, on the basis of an examination of the sales 
contracts and shipping documents, as is the passage of title test. 

Such a test would eliminate any possible abuse, presently permis- 
sible to large exporters, by transshipment to countries outside the 
Western Hemisphere after passage of title in a Western Hemisphere 
country, since if the ultimate destination of the property were out- 
side of the Western Hemisphere, the income would not qualify. 

Because of the stringent 95-percent requirement, such an amendment 
could not prove a windfall in the case of corporations making inci- 
dental export sales, but could apply only to corporations actively 
engaged in seeking Western Hemisphere export trade. 

Also, because of the 95-percent requirement, if such an amendment 
were made effective with respect to prior years, it could only apply 
to corporations which have been actively attempting to qualify as 
Western Hemisphere trade corporations. 

As indicated by Senator Saltonstall, several bills have been intro- 
duced in recent years which would accomplish these objectives. 
Among these are S. 808, introduced by Senators Smathers, Capehart, 
Frear, and Jenner, S. 3672, H. R. 128, and H. R. 3805. 

While these bills have been attacked by a spokeman for the Treas- 
ury Department, the attack is based chiefly on an extreme and unrealis- 
tic interpretation of language in the bill out of context. 

When these bills are considered together with the other provisions 
of the law, particularly the 95 percent of gross income requirement, it 
is clear that no abuse would be possible and that these bills would help 
achieve the original congressional objective. 

Similar provisions were considered by the House Ways and Means 
Committee at the time the 1954 Internal Revenue Code was under con- 
sideration. 

On May 3, 1956, Congressman Thomas Curtis of Missouri, of the 
Ways and Means Committee, in introducing a bill to accomplish the 
foregoing objectives, stated—Congressional Record, May 3, 1956, page 
6633—that the only reason no action had been taken in inserting these 
provisions in the 1954 Internal Revenue Code was to avoid any pos- 
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sible misunderstanding with our South and Central American friends 
prior to the economic conference which was about to take place in 
Caracas, Venezuela. 

After the Caracas convention, it was reported that the representa- 
tives of the South American countries had informally indicated ap- 
proval of this proposal. This approval might well be expected since 
the proposed change would enable their countries to increase purchases 
from the United States. 

As a result, the foregoing bills have been introduced in the House 
of Representatives and Senate. 

As recently as June 18, 1957, a representative of the Treasury De- 
partment, under searching examination by Senator Capehart, con- 
ceded that the net effect of the present operation of the Western Hemi- 
sphere Trade Act was to discriminate against the small-business man. 
(Hearings before subcommittee of C ommittee on Banking and Cur- 
rency, United States Senate, 85th Cong., Ist sess., June 18, 1957, p. 
485. ) 

In the course of these hearings, Senator Capehart stated that he 
had in his possession a copy of a letter by a former high official of 
the Treasury Department admitting that the existing act is inequitable 
and discriminatory. 

On May 21, 1957, Hon. Wendell B. Barnes, Administrator of the 
Small Business Administration, wrote to Senator Harry F. Byrd, 
chairman, Senate Finance Committee, supporting the proposed 
changes contained in S. 808 as helpful to small business. 

While perhaps some slight modification in language could be made 
in these bills so as to eliminate any possibility of misinterpretation 
and thus obviate the objections made by the Treasury spokesman, it 
is nevertheless our strong contention that these bills are sound in 
principle. 

They would be of considerable aid in encouraging smaller busi- 
nesses (which now find qualification as Western Hemisphere trade 
corporations impractical) to engage in trade with South American 
and other Western Hemisphere countries. 

We further believe that this stimulus would have a long-range 
tendency to cause American business to expand and enter into com- 
mercial life of overseas communities. 

In the long run, such a change should increase the tax revenue, 
despite the reduced rate, by increasing export business and creating 
more jobs in this country. 

These bills would not treat profits from domestic manufacturing as 
foreign income, but where the rigid requirements are met the pr ofits 
from sales made in South and Central America would be treated as 
foreign income, irrespective of the legal technicalities and niceties of 
the transaction. Transactions having the same economic effect would 
be treated identically for tax purposes without regard to legal for- 
malities. 

Small business, if this bill were enacted, would be enabled to com- 
pete with large companies on an even footing so far as tax advantages 
are concerned. 

At present, the large companies which can arrange their affairs so 
as to meet the highly technical and artificial requirements imposed 
by the passage of title test have a significant tax advantage in com- 
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peting for export business as against the smaller company. This 
situation should be corrected. 

Senator JAvirs. Thank you, Mr. Cornfeld. 

Mr. Alvey, I would like to ask you a question. 

Mr. Atvey. Yes, sir. 

Senator Javirs. Assuming that this correction was made, would 
your company be inclined to do business in other underdeveloped areas 
of the world if it could have tax treatment equivalent to Western 
Hemisphere tax concessions which are made now 4 t 

Mr. Atvey. If I understand you correctly, I would say “Yes. 

Senator Javrrs. I want to be sure you understand me correctly. 
For example, would your company be inclined to do business in the 
Middle East ? 

Mr. Atvey. Yes, sir. 

Senator Javirs. If it could get the same tax advantages that it would 
get under Western Hemisphere business it does now, assuming this 
difficulty mentioned is straightened out—— 

Mr. Atvery. Yes, sir. 

Senator Javrrs (continuing). You would be interested ¢ 

Mr. Atvrey. Yes, sir. 

Senator Javrrs. And you think that would make a real contribution 
to the effort by small business to move out further in international 
business ? 

Mr. Anvey. I think so. 

Senator Javirs. I thank you very much. 

I feel the same way, and I hope very much we can do that. 

Mr. Sruurs. Mr. Chairman, before he had to leave, Senator 
Smathers wrote out a series of four questions which he wished to put 
to Mr. Cornfeld. 

In view of the hour, however, I wonder if I might not hand these 
to the witness, ask him to submit the answers for the record, and 
we will hold the record open for that purpose. 

Senator Javirs. Without objection, so ordered. 

(The information referred to is as follows :) 


CXHIBIT 22 


ANSWERS TO QUESTIONS BY SENATOR SMATHERS PROPOUNDED IN WRITING TO 
DAVE L. CORNFELD, OCTOBER 2, 1957 


Question 1: Mr. Cornfeld let us take two manufacturers in this country, each 
making the same product, each sells through a subsidiary, each sends salesmen to 
South America to sell its product, both ship to the customer in South America, 
on the same boat, with loss covered by insurance, but if one causes title to pass 
in this country, and the other in South America, there would be a different tax 
result because of the form of the transaction, although the substance would be 
identical. Would you say that this is the result under the present manner of 
adininistening this section ? 

Answer to question 1: Yes sir, the result under the present administration 
of this section is that the tax result hinges upon the form of the transaction 
rather than the economic substance. Consequently, many smaller manufacturers, 
who encounter difficulties in meeting the formal requirements but who in reality 
are members of the group which Congress intended to benefit, are being denied tax 
relief available to the larger manufacturer. 

Question 2: Apart from these tax considerations, doesn’t the normal routine 
of commercial transactions contemplate shipments f. o. b. factory, or ¢. i. f., or 
f. a. s. port of export, so that title would pass before the merchandise leaves the 
country, and doesn’t the present law tend to disrupt this pattern? Wouldn’t it be 
easier to do business by more usual methods ? 
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Answer to question 2: Yes. Compliance with the “passage of title’ test by 
smaller businesses requires deviations from the normal pattern of commercial 
transactions in export business. The normal clerical routine of the purchasers’ 
offices is disrupted and consequently the purchasers object to and resist these 
requirements. The smaller businessman would be greatly helped in attempting 
to make export sales under the Western Hemisphere provisions if a “destination” 
or “place of use or consumption” test were permitted in lieu of the passage of 
title test. 

Question 3: If the proposed bill (S. 808) is adopted requiring that 95 percent 
of gross income come from non-United States sources, do you see any danger that 
it could result in a windfall or loophole for fly-by-night exporters? 

Answer to question 3: The rigid requirement that 95 percent of the gross in- 
come of a Western Hemisphere trade corporation come from non-United States 
sources and the additional requirement that 90 percent of its gross income come 
from the active conduct of a trade or business would appear to eliminate any 
danger that an amendment adding a “destination” or “place of use or consump- 
tion” test would result in a windfall or loophole for persons not regularly en- 
gaged in selling to South and Central America. While in theory almost any tax 
relief section may result in unintended benefits, as witness the recent technical 
amendments bill of 1957 introduced to close many so-called loopholes and elim- 
inate so-called unintended benefits and hardships, the danger would appear to be 
minimal under S. 808 and to be far outweighed by the good which would result 
to legtimate taxpayers attempting to do business in the Western Hemisphere. If 
any abuses should arise, I feel eonfident Congress could correct them promptly. 

Question 4: Would these bills and the course you propose drastically reduce 
the tax revenues of the United States? 

Answer to question 4: This question cannot be answered with any great 
degree of absolute certainly. While on the surface it would appear that the tax 
revenue would be reduced by permitting small business to qualify for a reduced 
rate, this reduction would be offset by increased export business and also by 
increased jobs in the United States. It is our opinion that the gain from these 
latter factors would more than offset the loss through the rate reduction and 
that the tax revenues of the United States would not be harmed by these bills. 
In fact assisting small business to engage in export trade would be a material 
factor in maintaining prosperity in the United States and as a result main- 
taining the overall tax revenues. 

Question 5: Wouldn’t you say that early action is needed so that the smaller 
companies can fix their pricing policies? 

Answer to question 5: Yes, sir, early action on these bills would be of substantia] 
assistance to small companies by enabling them to fix pricing policies under the 
Western Hemisphere provisions and enabling them to compete with larger com- 
panies. 

Senator Javirs. Our next witness is Mr. Roy R. Johnson, of the 
Fuelane Corp., Liberty, N. Y. 

Mr. Jounson. Unless you require otherwise, I would like to make 
my testimony after lunch, because I am hungry, too. 

Senator Javits. All right. 

Our next witness therefore will be Mr. Clarence L. Turner, certified 
publie accountant, of Philadelphia, Pa. 


STATEMENT OF CLARENCE L. TURNER, CERTIFIED PUBLIC 
ACCOUNTANT, PHILADELPHIA, PA. 


Mr. Turner. Thank you, Senator. 
Senator Javits. Would you give us your address, Mr. Turner? 
Mr. Turner. I beg your pardon ? 

’ ve i , — + ap ‘ ee _: ee 
Senator Javirs. Would you give us your address in Philadelphia ? 
Mr. Turner. 100 South Broad Street. 

Senator Javirs. All right, you may proceed. 

Mr. Turner. Mr. Chairman, I appreciate very much the oppor- 

tunity to appear before your committee and discuss the impact of 
Federal taxation on small business. 
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My name is Clarence L. Turner. I am a certified public accountant, 
a senior partner of the firm of Turner, Crook & Zebley, certified pub- 
lic accountants, whose principal office is at Philadelphia, Pa., and in 
addition, I am a farmer operating a dairy farm in Pennsylvania. 

Taxpay ers generally and business need and must have relief from 
the high tax rates now in effect on both income and estates. Small 
business and the middle-income group especially feel the effect of the 
impact of these high rates, 

Under the oppressive Federal income and estate taxes presently in 
effect and which have been in effect for many years, small businesses 
are getting smaller and large businesses are getting larger. 

The Small Business Administration a year ago estimated that the 
total number of small businesses in operation numbered somewhere 
between 4,275,000 and 4,300,000, of which 85 percent were unincorpo- 
rated, so that when you are talking about reduction of rates on small 
business corporations, you are talking : about 15 percent of that segment 
of smal] business. 

Moreover, there are about 4 million of these enterprises that employ 
fewer than a hundred persons each. 

If the small business is not incorporated, its earnings are taxed at 
individual income-tax rates. The more successful its operation, the 
heavier is the toll taken by the unequal tax rates. 

When the business expands to the point where the individual owner’s 
income reaches the $10,000 mark, the so-called progressive rate jumps 
to 38 percent. Should the earnings go beyond $20,000, the rate be- 
comes 56 percent. In the $50,000 to $60,000 bracket, the rate is 75 
percent. 

Obviously, such high discriminatory individual tax rates form an 
obstacle of monstrous proportions to the unincorporated small-busi- 
ness man who is trying to grow—an obstacle which becomes more for- 
midable with each step he takes in the way of expansion. 

When the small business is incorpor ated the owners find, first, that 
out of the profits must be paid corporate income taxes at excessive 
corporate tax rates and then, in addition, the owners must pay tax at 
individual rates on any salaries they may draw from the business or 
any dividends they ree eive from the business. 

The normal tax, now 30 percent, which the small incorporated firm 
must pay on the first $25,000 of earnings is bad enough, but the real 
problem is the 52 percent made up of the 30 percent nor ‘mal tax plus 
a 22-percent surtax which must be paid on every dollar earned in 
excess of $25,000. 

The primary difficulty which besets many small businesses is the 
shortage of money. A storekeeper needs money to modernize the store. 
A small manufacturer needs money to buy newer and more efficient 
machinery or install new machinery or build a new plant to take care 
of the increased demand for his pr oduct. The wholesaler needs money 
to take on new lines, put in more stock, and extend his range of opera- 
tions. There is never enough to do all that needs to be done, particu- 
larly ina lively growing business. 

Tr aditionally, small businesses have grown into bigger ones in this 
country through the time-honored system of plowing ‘back the profits. 
The giants of today are the small businesses of yesterday who through 
efficiency and ability to satisfy a need have grown steadily over the 
years. 











502 TAX PROBLEMS OF SMALL BUSINESS 


But today the small-business man’s chance to grow is being taken 
away from him by a tax system which siphons off much of the money 
he otherwise would have available to plow back into his business. 

Given the opportunity to hold on to and use in his business a rea- 
sonable portion of the money his business earns, he would be able to 
take care of most of his other troubles on his own. He could buy new 
fixtures for his store, new machinery for his plant, put in more stock, 
build a new plant, and promote his products more widely without 
going into debt to do it. 

The foremost need of small business has always been and will 
always be venture capital which comes from the savings of individ- 
uals and the retained earnings of business. It takes venture capital 
to start a new business and it takes more venture capital to make it 
operate and grow. 

In years gone by an important source of such capital was the sav- 
ings of the ‘successful person who found pride and satisfaction—and 
he could take the risks in the hope of profits—of giving a financial 
lift to a budding enterprise. 

This source has been fairly well choked off by the extremes of tax 
rate progression, both as regards capacity to save and the incentive to 
use such savings as are accumulated. Today the small-business man 
has to look first to his own resources and then to bank financing. 

Bank financing cannot and will not make up for the shortage of 
venture capital. In the first place, the basic need is for long-t term 
capital to share both the risk and the prospects for profit. 

By and large, bank loans must avoid this kind of a risk and the 
greater the possible risk the shorter will be the loan period. 

In the second place, the function of a bank for debt financing is to 
supplement, not replace, venture capital. Both from the standpoint 
of the enterprise and of the lender, an adequate ee of venture 
capital makes supplementary debt more feasible. That is to say, 
equity financing is the key to debt financing. When more money is 
risked through ‘contributions of the business of venture ¢ capital, more 
money may ‘be borrowed on sound and reasonable terms. The two 
in balance combination make for the maximum development and 
growth in business. 

There have been several proposals in Congress designed to afford 
small business tax relief and, surprisingly, most of the proposals are 
more concerned with the corporate tax rate than with the individual 
tax rate. 

In view of the fact that approximately 85 percent of small busi- 
nesses are not incorporated, this large segment of small businesses, 
therefore, would gain nothing from the reduction of corporate tax 

rates. 

Mr. Erickson. May I interrupt? 

You are familiar with section 1361 of the Internal Revenue Code 
which permits noncorporate entities to be taxed as corporations ? 

Mr. Turner. That is right. 

Mr. Ertcrson. So, under that provision, individuals could get ad- 

vantage of the benefits given to corporations, as individuals; correct? 

Mr. Turner. They would get the tax at the corporate rate; that is 
true. 

Mr. Ertcxson. So the benefits extended to corporations are avail- 
able to individuals. 
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Mr. Turner. So, even if there were benefits there would still be a 
large amount to pay. 

Mr. Erickson. Right. But if there is a benefit 

Mr. Turner. I do not know, at least I have not come across it yet, 
where I have recommended that they take that alternative tax. 

And then while you are discussing the reverse, that the small busi- 
nesses be incorporated—be taxed as corporations—I just do not see 
the advantage of that at all, because 

Mr. Srutrs. You mean to be taxed as partnerships—small corpora- 
tions to be taxed as partnerships? 

Mr. Turner. Yes, to be taxed as partnerships. Because when the 
transfer becomes from one owner to another, what is the situation 
that will pertain as to the amount that is in the cor poration, and how 
do you state the interest of those particular parties when they decide 
to make a sale or purchase? 

Senator Javirs. Mr. Turner, your point is, then, as I understand it, 
in answer to this question, that there are other things that go with 
being taxed as a corporation, and that therefore if we are going to 
give “small business tax relief, we should not compel it to take ad- 

vantage of the provision which has been mentioned to tax itself as 
a corporation, if it is unincorporated, but adjust its unincorporated 
tax rates as we propose to adjust corporate tax rates for small business. 

Mr. Turner. That is right. 

Senator Javirs. Is that correct? 

Mr. Turner. That is correct. 

Senator Javirs. Thank you, very much. 

Would you proceed ¢ 

Mr. Turner. Moreover, the ultimate interest of the owners of small 
incorporated firms is exactly the same as an incorporated business, 
namely, the tax impact of their individual income. 

Several bills introduced in Congress during the last session provide 
for “progressive” taxation; that is, to tax corporate income at grad- 
uated rates. : 

The taxation of corporate income at progressive rates, in my opinion, 
would be a serious offense and setback to business. The growing criti- 

cal attack on the doctrine of tax-rate progression even as applied to 
ilk idual income is exposing the harmful nature of this method of 
taxation. 

[t is being steadily more widely recognized that progressive taxa- 
tion is a gross misapplication of the concept of abili ty to pay and 
that it is a direct denial by Government of the system of economic in- 
centives which have been a most significant factor in the country’s 
and its people’s economic growth. ; 

A fundamental error in the political approach to corporation income 
taxation is the assumption that the income of a given corporation is an 
entity similar in all respects to the income of an individual. 

For legal reasons the corporation is deemed to have a separate cor- 
porate personality, but this essentially artificial concept does not rule 
out the basic fact that the corporation exists and functions to serve 
the economic interests of a group of stockholders. 

Their respective equitable interests in the assets and the income are, 
or should be, the paramount consideration in any interpretation of the 
significance of a given income aggregate. 
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The fact that this income aggregate is relatively large has little 
meaning without taking into account the number of shareholders 
among whom it is to be distributed and their several holdings. 

Mr. Sruurs. Mr. Turner, I think if you read the statement of those 
who have put forward a moderate, graduated income-tax rate, you 
will not find them claiming that they are doing it based on the same 
philosophy as pertains in individual income tax. I think you will 
find them saying that these small corporations do not have access to 
the equity market. I think you would agree that was true. 

Mr. Turner. That is right. 

Mr. Sruuts. That retained earnings are no longer sufficient for ex- 
pansion of small businesses, that the old sources of income, the per- 
sonal wealth of the owner or of the principal owner, of his family and 
of his neighbors and friends, is no longer adequate to make him a 
growing business. 

It is on those bases, I think that most congressional representatives 
who have spoken in favor of graduate corporate income tax have 
made their argument, rather than on the fact that a corporation earn- 
ing a hundred thousand dollars is equivalent to an individual, let us 
say, earning a hundred thousand dollars. 

Mr. Turner. Well, I do not mean to say it would be equivalent to 
an individual earning a hundred thousand dollars, but I think the 
policy of progressive ‘taxation on a corporation, I cannot see where it 
is going to do too much good, because of the limitation and the smaller 
number of corporations involved, and also I think that it would dis- 
courage the incentive to expand. 

Of course, when I was in college, I was taught that progressive tax- 
ation was an illustration of ability to pay, and which I think has been 
sort of shot as a result of, that theory, as a result of, the way they 
have worked out, because when you consider that out of $29 billion of 
individual income tax, that only $5 billion of it is from the higher sur- 
tax rates, I think it shows that the progressive rates dry up the income 
and kill incentive. And, of course, that is what Mr. Karl Marx wanted 
to do and what he advocated. 

Progressive taxation is equally delusive, and even more harmful, 
when applied to corporations for it will not reduce the size of any 
corporation that is now large, but it will penalize severely all of the 
small stockholders who may happen to own a few shares of its stock. 

Furthermore, it will impose an even higher barrier to the expansion 
of any corporation that is now small but which aims to grow. Steep 
progression will not seriously injure a few individuals who own large 
blocks of shares, for at most it will operate to reduce somewhat their 
total of dividends and thus tend to reduce their individual income 
taxes. 

Any substantial reduction of dividends which the tax might make 
necessary would, on the other hand, inflict a cruel hardship on the 
many thousands of persons whose holdings are small and to whom 
the dividend income is very important. 

One of the things I want to point out is by the graduated rates you 
would tax the corporations with larger income irrespective, as I un- 
derstand the proposals, of the size of them, from the c: pital stand- 
point, and you must bear in mind that the two-thirds of the share- 
holders of corporate stock have incomes less than $7,500 a year, and 
almost 38 percent of them have incomes of less than $5,000 a year. 
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So, when you begin to use progressive rates with corporations and 
corporate tax, you hit them in the same place as they do with their 
individual tax. 

Moreover, a progressive corporate tax would actually work against 
the small business itself which is seeking tax relief to permit its 
growth and expansion. Under a progressive tax system, the moment 
a company does in fact grow larger it will have to pay a higher rate 
of tax. 

Thus, as former Secretary of the Treasury Humphrey put it: 

The progressive tax scheme actually has a “built-in” mechanism to retard the 
continued growth of a successful small business, 

We have seen what happened to the progression of rates with respect 
to individual incomes, and we certainly do not want to have a repeti- 
tion of this situation with respect to the corporate form of doing busi- 
ness, 

In my opinion, taxing corporations at progressive rates would be 
the death knell of small business. 

Senator Kerr in his remarks made on March 27, 1957, with respect 
to Senate bill 150 offered as an amendment to House bill 4090 said, 
among his remarks: 

There, Mr. President, is the secret to the effort behind the amendment, namely, 
to bring about a graduated formula for the taxation of corporations—a formula 
which instead of being an aid to the small-business men would be the death 
knell to the growth of small business, and would be detrimental to the millions 
of small people who own stock in corporate entities. 

Others, including former Secretary of the Treasury Humphrey, 
have made similar statements as I have in this statement. 

Two wrongs do not make a right, and in my opinion the only proper 
solution is an overall tax reduction. What taxpayers are looking 
for are lower taxes and not more tax brackets. 

Overall rate reduction would benefit all taxpayers and not just a 
particular segment of them. Small business would benefit as well as 
other taxpayers. 

It is time to reverse the progression in our tax rates that has been 
occurring over the many years. Both individual and corporation 

rates should be reduced. This could be done gradually over a period 
of, say 5 years, as is proposed in the bill introduced in Congress by 
Congressmen Sadlak and Herlong. 

The reductions would be made in small amounts over a period of 5 
years, and could be made without disturbing the revenue structure or 
intake of the present tax system by using the normal revenue growth 
during the period instead of spending the additional revenues on new 
and expanded Government projects. 

Thus, the unincorporated businesses, rich and poor—our retail 
stores, small jobbers, wholesalers, and service establishments—would 
benefit through reductions under the personal income-tax system and 
our business corporations, big and little, would retain a larger share 
of their earnings for future growth and expansion, or for the benefit 
of their investors. 

I think the answer to the problem is the gradual reduction of the 

rate, reverse this progression and begin to cut down the progression 
over a period of years, so it does not affect the revenue that will throw 
us into a deficit, as is provided for in the bill that Congressmen Sadlak 
and Herlong have submitted. 
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I think that is a very reasonable thing, and a very good way to get 
relief, not only to small business, but to vall ti axpayers; everybody will 
share in it. 

And I think the question was asked in Boston, where would the 
revenue come from if the progressive rates on individuals were reduced. 

Well, according to the studies that have been made, our economy 
over the next 5 years it is estimated will be responsible for income, 
additional income, so that the present tax structure would bring in 
about $12 billion, and over the 5-year period this proposed reduction 
of progressive rates would amount to about. $8.9 billion. 

So, there is plenty of leeway there to grant this relief provided the 
money is not spent. In other words, as we increase revenue, if we 
spend it, then, of course, we cannot have it for tax relief. But if we 
take advantage of the increased revenue that comes from the increased 
income, then, of course, we can get tax relief and everybody will get 
tax relief. 

That is what we would like to see, and as a farmer, I would like to 
see it, too. 

Senator Javirs. Thank you, Mr. Turner. 

We appreciate your appearing and hearing your very interesting 
and informed statement. Weappreciate it very much. 

Mr. Turner. Thank you. 

Senator Javirs. Our next witness, and final witness of the morning 
session, is Mr. Morris K. Perinchief of the Holly Chemical Co. 

Mr. Perinchief, would you come forward. 

We have your statement and it will be included as part of the record. 
Would you mind sitting at the end of the table ? 


STATEMENT OF MORRIS K. PERINCHIEF, JR., HOLLY CHEMICAL CO., 
MOUNT HOLLY, N. J., REPRESENTING THE SMALL BUSINESS 
COMMITTEE OF THE BURLINGTON COUNTY COMMITTEE OF FIFTY 


Mr. Pertncuter. If you do not mind, I would rather stand. I think 
a little better on my feet. 

Senator Javirs. Allright. Fine. 

Mr. Pertncuier. You gentlemen have been kind enough to extend 
me an invitation to come up here today. I shall be brief because I 
know you are running late. 

You have my formal statement, and therefore I will not read it, but 
I should like to make 2 or 3 comments concerning it. 

Officially, I represent the small business committee of the Burling- 
ton County Committee of Fifty, which is an advisory group to the 
Burlington County Development Council. 

Senator Javirs. What is the address? What is your address ¢ 

Mr. Pertncuter. That is simply Mount Holly, N. J. 

Senator Javits. Mount Holly / 

Mr. Perincuier. Yes. 

The Burlington County Development Council, which is interested 
in getting industry to settle in our county, is also mindful of the 
problems ‘of small business, hence our committee was set up. 

I have just returned from the President’s Conference on Small Busi- 
ness in Washington, and I found a tendency down there, as I have in 
other places that I visit, to notice that the discussion is centering 
around business other than small business. 
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According to the figures that they gave us in Washington, out of 
4,300,000 small businesses, 98 percent employ less than 10 “people, and 
95 percent employ less than 4. Gentlemen, that is really small 
business. 

There is no use going into the arguments that you have heard this 
morning as to why “small business should be given relief. Suffice it to 
say, however, that one point I have not heard raised is that our Gov- 
ernment asks small business to become its tax collector at business 
expense. 

It is my opinion that is not a legitimate expense of small business. 
That is an expense that should be def ‘ayed from the tax take. 

Now, that applies to both small and large business. Large corpora- 
tions are forced to set up whole : accounting departments in order to 
tuke care of the machinery of this, and while it may ultimately save 
the Federal Government money, imposes a burden upon the business 
itself which is not a normal part of business procedure. 

I have suggested to you that in seeking to give tax relief, you give 
a small-business man either 2 years of total relief out of the first 
10 years of his business life at his option, any 2 years that he may 
elect, or that you give him a 50 percent relief for 5 years, any 5 years 
which he may elect. 

It has been confined to 10 years, because it is my belief that small 
business does not want any special privileges. Most of the small- 
business men I know, by the grace of God, the Congress of the United 
States, some hard work, and a little luck, would like to be large busi- 
ness, and I do not think that they want any special privileges. 

It is also my opinion that the loss in tax revenue would ultimately 
be more than made up by the growth in the small businesses. 

Small business finds it exceedingly hard to get any money in the 
bank—that is, to increase its ¢: pital, its working ¢: capital. 

Banks do not generally grant loans to sm: all, unproved businesses, 
and it takes at least 5 years to prove this out. If you will pardon this 
reference to myself, when you invited me to speak here, you scraped 
the bottom of the barrel. “You have gotten down to a small-business 
man. I started my own business 8 years ago with a capital of some 
$30,000. The first year I was in Sea I lost $189.90. The — 
year I made $3,000; the third year I made $4,000; the fourth yea 
T made five; the fifth year I m: ide gr 000, and $7,200 i is the break-even 
point. 

I have a wife and three children. It costs me $7,200 a year to live, 
and it cannot be done any other way. 

There was no wasted money. We did not have any to waste. My 
business is now 8 years old, and we are getting ahead of the game. 

While down in Washington, I attended several talks on research 
and dovalabeneh: how it would help the small-business man and why 
he should do more of it. But nobody told the small-business man 
where to get the money from. 

Now, my income this year should be, if I collect it, in the neighbor- 
hood of $20,000. ‘That’ will be the total income from the business. 
Where, gentlemen, can small business get even $5,000 a year for 
research and development? How can it pay off its bank loans, if it 
has any, which my business still has and which we have not been able 
to pay off? 
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How can it increase its capital expenditures, when you make only 
$10,000 to $15,000 a year? And I think my business 1s typical. 

You cannot find the money to do these teas. Therefore you do 
not grow and prosper. The country does not grow and prosper with 
it. 

Thank you very much. 

Senator Javirs. Mr. Perinchief, I would like to say this to you: I 
am presiding at these hearings on taxation and small business. I think 
it is a very serious thing, and I hope we can do something about it. 
I would be less than honest if I did not state that I do not believe that 
that will save small business. 

Mr. Pertncuter. No, sir; nor do I. 

Senator Javirs. I believe other things like research and develop- 
ment, foreign trade, cooperation allowed more liber ‘ally under the 
antitrust laws for small and large businesses are even more essential. 
And I shall do my utmost, as one Senator, to see that the Government 
gives its attention to cooperative researc h and dev elopment for small 

usiness, as it does so lavishly for the farmer. 

Now, we have a precedent. I think small business needs it at least 
as badly, and I think it is our duty to see what we can do about it. 

And I compliment you upon being honest enough to face the reali- 
ties instead of thinking there is any magic formula in a little extra 
money you might get in tax reduction which you first have to earn 
before you get any tax reduction at all. 

Mr. Pertxcurer. Thank you, sir. 

(Mr. Perinchief’s prepared statement follows :) 


PREPARED STATEMENT OF Morris K. PERINCHIEF, JR., HOLLY CHEMICAL Co., 
Mount Hotty, N. J. 


In attempting to discuss small-business taxes let us first attempt to define 
small business. Most of the information that I have seen deals in terms of 
$25,000 and $50,000 worth of excess profits and talks about corporations. This 
is not small business. Out of 4,300,000 small businesses about 98 percent em- 
ploy less than 10 people and 94 percent employ less than 5 people and few of 
them are corporations. Most of them are individually owned and operated or 
are a partnership. 

Now what are the principal problems of a small business? I have attempted 
to summarize them as follows: 

1. Undercapitalization. The average man enters into a business with far less 
money than he will shortly require. So he soon lacks working capital. There- 
fore he cannot pay his bills when due and he also cannot discount his bills. 
Hence he immediately makes less profit. 

2. As a result of undercapitalization he goes to his local bank. There he 
finds that he cannot borrow money. Banks like preferred risks and he has no 
operating history. Five years later, if he is still in business, he can borrow but 
that is too late. 

3. Even if he is successful in obtaining a bank loan he has to pay 6 percent 
interest. He could get a 5-percent loan if he had collateral but if he had con- 
vertible capital he wouldn’t need a loan. So he gets a 6-percent loan and his 
business pays him only 7 percent to start with. 

4. As a result of these inflated expenses he finds it almost impossible to 
build up his working capital. So the vicious cycle commences. 

5. Because of his inability to build up his working capital and his inability to 
borrow money he therefore cannot make needed improvements and expand his 
plant. This prevents him from effecting economies of operation and further 
reduces his profits. 

6. Lacking funds he is at a loss to perform any adequate market research or 
research and development. This puts him even further behind his larger com- 
petition. 
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7. Because he does not have enough money and finds it difficult to enlarge, he 
soon learns that he cannot attract and pay adequate personnel. So he struggles 
along as a small enterprise and eventually fails or goes out of business because 
of the failure of his health, overexertion, or worry. 

Now where does his government fit into this picture? Let us not discuss 
the fact that this type of enterprise is needed in our economy. Let us just take 
it for granted. How does the Government fail him? 

1. Government regulations cause him too much paperwork. One of my con- 
temporaries in the retail hardware busiyess tells me that he spends 50 percent 
of his time on paperwork. Nor can he ahora to hire someone who is adequately 
informed to handle this problem for him. The wage scale locally is too high and 
the competition for skilled labor in our area is too stiff. 

2. Directives emanating from Government bureaus are too complex for even a 
man with a college education to understand and interpret. This is particularly 
true of the Treasury Department but wages and hours is nearly as bad. 

3. The necessity to act as a tax collection agency for his Government, which 
costs should properly be allocated as expenses against the total revenue col- 
letced, forces him to undergo an additional expense in the form of clerical help 
which he cannot, as a small-business man, afford at the initial stages of his 
business. 

4. If he is even moderately successful he immediately becomes subject to income 
taxes. This keeps him in economic slavery because he finds it impossible to build 
up his plant, his personnel and his working capital. 

5. To compound the felony his government requires him to pay taxes in 
advance on income that he has yet earned and which, even if earned, he may 
never collect. True, he may in the future deduct this loss as bad debts, but as 
far as he is concerned the damage has already been done. In addition the Gov- 
ernment has been known to be slow in making refunds. If he cannot make his 
payments on time he has to pay interest and penalties. His government, how- 
ever, does not pay him interest on the excess or overpayment when the money 
is returned to him. 

Now, having outlined the problems and his government’s share in them, just 
how can he be helped? This is a complex problem and one not easily solved with- 
out first creating the will to do so and a sympathetic atmosphere. Basically his 
government can do this: 

1. Supply him with simple laws and directives in looseleaf form with a binder, 
these to be mailed to him direct at periodic intervals. This will reduce his over- 
head and make it easier for him to comply with the law. Almost no one is a 
deliberate lawbreaker. 

2. Offer operating capital at 2 percent under the going rate through his local 
bank, the difference to be paid to the bank by the Government. This will enable 
the small business to borrow money during the first 10 years of its life at a price 
that it can afford to pay. 

3. Forgive income taxes up to 100 percent for 2 years out of the first 10 years 
of the business, the years to be chosen by the owner at his option, providing 
that an equal amount is spent on capital expenditures, debt reduction, or research 
and development. 

4. Or, forgive income taxes up to 50 percent per year for 5 years under the 
same conditions. 

5. Relax the requirement for payment of taxes quarterly in advance for the 
first 10 years of the life of the business. Require estimates to be submitted 
quarterly without payment until the following March and without interest and 
penalties. This will make it easier on businesses which do a credit business or 
seasonal type of business. 

A recent survey by a marketing consultant firm shows that the No. 1 prob- 
lem of small business is financing. On the other hand this problem is No. 4 
on the big business list. The suggestions made herein will give the small-business 
man an opportunity to lick his problem and build up his reserve. If it is not 
done, then the mortality rate of small business will continue to be high. Any loss 
of revenue by the Federal Government during the first 10 years will be more 
than offset by increased revenues in future years as the business grows and 
prospers. Free private enterprise is weaker than ever before in our history, 
but the spirit of competition is still alive and breathing. If it dies our country 
dies with it. 


Senator Javits. Now, we were to have had as a witness Mr. Herbert 
Barchoff, of the Eastern Rolling Mills, a business in New York City. 
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Mr. Barchoff, unfortunately, could not wait, and without objection 
his statement will be included at this point in the record. 

Also, at this point in the record, we shall include without objection 
a statement of the National Businessmen’s Council, affiliated with the 
ADA, the National Association of Metal Finishers, by its president, 
John Palik, Jr.; the General Foods Corp., by its general traffic man- 
ager, Mr. Ray V. Harron; the Union Carbide Corp., by its senior 
traffic manager, Mr. F. C. Tighe. 

(The statements referred to are as follows:) 


STATEMENT BY HERBERT BARCHOFF, EASTERN ROLLING MILLS, NEW YorK, N. Y. 


yentlemen, I would like to thank the Senate Small Business Committee for 
the opportunity to express my views here today. I am here as president of the 
National Association of Independent Business, a nationwide organization of 
small-plant owners. I am also the president of Eastern Rolling Mills, a metals 
processing firm in New York. 

In both those capacities I have had ample opportunity in recent years to 
study at first hand the effects of our Federal taxation policy on small business, 
and to acquaint myself with the opinions of hundreds of small-business men 
on the subject. 

I know that the overwhelming majority of this important segment of our 
economic life will agree with the position that I am going to take now. I 
believe—and can demonstrate—that 

1. Small business has been in a decline over the past decade, and that this 
decline has been accelerated in recent years. 

2. Federal taxation policy has been a major contributing factor to this de- 
cline. 

3. A new Federal taxation policy which will provide relief for small business 
by means of a graduated corporate tax is urgently needed. 

"4. This should be supported by standby-tax reduction powers at the executive 
level. 

To many economists and business experts, the plight of small business is 
brewing as the big issue of the next decade. And this is not a vague general- 
ization, made for its dramatic effect. The cold facts supporting it can be found 
every 3 months in the financial reports issued by the Federal Trade Commis 
sion, and the Securities and Exchange Commission. 

Here is a composite picture, based on these reports, of the state of the average 
small business today. 

Its profits after taxes are less than 2 percent. 

Its share of the total market is decreasing at the rate of 24% percent every 
3 years. 

Its share of the total profits in its industry is shrinking about 3 percent 
every 3 years. i 

Its working capital is declining drastically—14 percent since 1952. 

And remember that this is occurring while we are achieving the highest gross 
national product in our history. With the obvious cyclical nature of our econ- 
omy. it is almost too tragic to contemplate what the picture would be should 
we have even a 6-to-12-month recession. 

An average 2% percent shift in sales and 3 percent shift in profits every 5 
vears, from small business to big business, may appear small percentagewise, but 
as a trend it is frightening. 

A major area in which this climate—and it’s one of almost downright hos- 
tility—has revealed itself has been in the field of finance; the money ayail- 
able to small business for growth and competition. 

Since 1952, working capital of businesses with assets under a million dollars 
has declined by nearly $900 million, while the working capital of businesses with 
assets over a million has increased by well over $7 billion. 

This disparity sharply reveals the current crisis. Lack of working capital 
not only indicates the weakened state of small business, but practically guar- 
antees its atrophy. The vast sums available to big business insure its continued 
growth. ‘ 

The tightening of the money market has reduced to a fraction the number 
of small businesses with open lines of bank credit. The factors, or the nonin- 
stitutional types of money lenders, whose rates are 50 percent to 200 percent 
higher than the banks are enjoying unprecedented prosperity. 
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The rate of failures has increased sharply among small businesses. During 
August of this year, Dun & Broadstreet reports that the failure rate rose to 
4 percent above August of 1956, and was even higher than the prewar totals for 
August in 1939 and 1940. There were 1,145 failures this past August, of which 
1,070, or 93 percent, occurred among small firms with less than $100,000 in 
liabilities. 

The total figures make even grimmer reading; 1956 saw the highest failure 
rate since 1940. And yet, the first 8 months of 1957 already show a total of 9,293 
failures compared to 8,615 for the first 8 months of 1956, or a rise of about 8 
percent. 

This is the discouraging state in which small business finds itself today. What 
can be done to infuse it with new hope, give it new sources of strength? 

I returned a few days ago from the President’s Conference on Small Business 
in Washington, D. C. During the 3-day meeting, small-business men were 
advised and encouraged to employ the latest managerial techniques as a means 
of stabilizing and improving their businesses. 

I wholeheartedly agree with the purpose of the conference. No one would 
deny that efficient management, proper research, scientific planning, will enable 
a business to operate more successfully, and to bring about internal economies. 
There is a definite obligation on the part of the small-business man himself to 
recognize that business management is a profession. He must learn how to use 
these managerial tools if he is to justify his right to a place in our economy. 

However, these subjects—as important as they are—cover only one part of a 
multiphased problem. The big issues are in the fields of finance and taxation, 
and the solutions must be sought there, too. 

Here the obligation is definitely on the part of the Government. The Govern- 
ment is the only agency concerned with tax laws, and, because it is inextricably 
involved in finance and banking, it must take the initiative in creating a favor- 
able lending market. 

There is nothing more discouraging to the small-business man than to have 
to pay as surtaxes, money which he feels morally obligated, for the sake of his 
business, and for the people dependent on it, to put back into the business. To 
the Internal Revenue Bureau, it may be profits; to the businessman, it is a sym- 
bol of a new machine, a new extension on his plant, a new research project. It is 
money needed to operate, to expand, to compete. 

In a broader sense, it is money which he will use to make a contribution to 
the stability and growth of our economy. That is what free enterprise really 
attempts to accomplish. 

Today the small-business man is caught in a squeeze between tight credit and 
an inequitable tax structure. Small corporations must rely almost exclusively on 
retained earnings for new financing. Large corporations, on the other hand, 
can rely on public subscription of new stock or bond issues. <A tax structure 
which taxes the earnings of smaller and larger corporations at substantially the 
same rates discriminates heavily against the smaller companies. 

Tax relief which will enable the small-business man at least partially to 
finance himself, which decrease the credit pressure also. When he’s got some 
money, he can get more money. It’s as basic as that. 

To this end, a graduated corporate income tax is desperately needed. Despite 
propaganda to the contrary, it has been demonstrated that this can be done with- 
out any loss of revenue to the Federal Government. The present law, which 
takes 30 percent of a corporation's first $25,000 net income and 52 percent of 
everything above that, is so unjust to small business as to be completely inde- 
fensible. 

A very substantial reduction in the tax on small corporate income, with a 
slight change for large corporate incomes from the present 52-percent maxi- 
mum to a maximum of 53 percent, is strongly recommended. Rate schedules 
have already been worked out which demonstrate conclusively that a graduated 
tax would provide the same amount of revenue as rates under the present 
law. 

Tax relief such as provided in a bill introduced by Senator Sparkman in the 
past vear deserves the support of every legislator and every businessman. If 
enacted, it can offer a tremendous impetus for expansion and investment, as 
well as encourage the start of new small businesses. 

Nearly 50 percent of all corporations, by the way, have less than $5,000 annual 
net income. With money the way it is today, a small-business man cannot operate 
much closer to total disaster. He is working under recession conditions. <A 
major turndown, even for a short period, will push him over the brink. 











512 TAX PROBLEMS OF SMALL BUSINESS 


We therefore strongly urge a program of standby tax reductions, and that 
Congress delegate the President of the United States with power to put these 
reductions into operation by executive order, on short notice. 

We would also like to propose other changes to eliminate conditions which 
have harassed small business over the years. The present policy on inheritance 
taxes, for example, has strangled many privately owned corporations, or has 
forced them to sell out in order to pay the tax bill. The President and his Small 
Business Committee have come out in favor of a law which will give the estate 
10 years in which to pay the tax, to give them an opportunity to maintain 
reserves. We recommend this relief also. 

Another proposal which is gaining favor among small-business men asks for 
tax relief for research and development programs, necessary for small business 
to compete. The average small-business man realizes that he must do basic 
research on improving his product as well as on his marketing and sales tech- 
niques. But since he is grimly holding on, at a marginal rate of profit, he does 
not know how much of his present funds he should allocate for his future growth 
as against the more compelling immediate need for present survival. 

However, he does know what his last year’s tax bill was. Therefore, in order 
to stimulate these very necessary research activities, it is proposed that he be 
permitted up to a 50-percent credit on his previous year’s tax bill, to cover up to 
50 percent of the amount expended on his present year’s research activities. 
These research activities should be clearly defined and subject to review by the 
Internal Revenue Department. 

A third recommendation is a faster amortization rate for plants and equip- 
ment, even to the extent of permitting an option on the part of the company to 
amortize at any reasonable rate it chooses. There are certain Huropean coun- 
tries that permit optional amortization on new equipment over as little as a 
1-year period. Such a law would give tremendous impetus to expansion, 
building, and the purchase of new equipment. 

It may mean a small loss of revenue to the Government during a given year, 
but increased revenue for the Government once the expansion program has been 
completed. 

The tax improvements we propose are based on the hardships experienced by 
small business in the application of the tax laws. But we recognize that the 
burdens of taxation must be borne by all groups in the economy, and small busi- 
ness is more than willing to do its share. The small-business community, how- 
ever, has seen its share of the total! market decline: is getting a smaller share 
of the profits; is losing liquid reserves, and faces a possible future recession. 

We therefore feel that the facts justify Congress making drasite revisions 
in the tax structure. We recognize that the size of the United States Govern- 
ment budget involves economic policies that affect the whole Nation. The tax 
structure, too, must be decided in terms of the interests of the Nation as a whole. 

It is eur conviction that the entire Nation will benefit if small business, as 
part of our system of free enterprise, is given more equal opportunities to hold 
its present position, as well as to expand. The changes in the tax structure 
We recommend will encourage initiative, insure greater stability for small busi- 
ness, and will aid in providing a firm and broad base for a healthy national 
economy. 


STATEMENT BY ALFRED BAKER LEWIS, EXECUTIVE DIRECTOR, NATIONAL BUSINESS- 
MEN’S COUNCIL OF AMERICANS FOR DEMOCRATIC ACTION, NEw York, N. Y. 


The National Businessmen’s Council of Americans for Democratic Action 
urges your committee to reduce the rate of the corporation profits tax for new 
and small businesses. The rate and cutoff point of the reduction we leave to 
you to recommend, as we do not want to get into controversy over the precise 
details of this program. 

It is clear that the larger businesses have a tremendous competitive advantage 
over the smaller ones, in access to the capital market, in the number of outlets 
which they have and over which they exercise considerable control in a good 
many instances, in reduction in the cost resulting from bulk buying of services 
(of which advertising is a good example) which are not covered by the Patman 
Act, and in other ways. These substantial advantages have resulted in a 
steady march in the direction of an increased concentration of control in the 
hands of the larger corporations. 

The study of the Subcommittee on Antitrust and Monopoly of the Senate Ju- 
diciary Committee shows this statistically very clearly for manufacturing for 
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the period of 1947-54. And what we read in the papers about the mergers in 
manufacturing and financial fields as well shows that there is no reason to 
believe that the rate of further concentration has slowed down. 

Unless we are all to wind up as employees or tied dealers and suppliers of 
the largest corporations, with all the threat that that means to our political 
democracy, we have to counteract this tendency with the use of the taxing and 
other powers of the Government. Graduation of the corporation profits tax is 
the best way to do that. 

Such a tax should be graduated in proportion to the amount of profit, not the 
rate, of course. For the determination of the rate of profit depends on deter- 
mining the capital base on which the rate is figured, and this in turn is so dififi- 
eult that it would certainly lead to almost endless litigation. If certain in- 
dustries, like the railroads, are reasonably entitled to special consideration be- 
cause their rate of profit is low, while the amount of it because of the inevitable 
size of the corporations involved is high, such cases can be cared for in the tax 
legislation. 

In addition to the help that graduating the corporation profits tax would give 
to small business, there is a special case to be made for tax relief for new busi- 
nesses. This should take the form of a substantial exemption from profits 
taxes, say for the first 2 years, for new businesses that either put out a new 
product, or furnish a service in a new locality; with proper safeguards to pre- 
vent advantages accruing merely to change of corporate name or ownership of 
an established business. 

To balance in whole or substantial part the loss of revenue from the reduction 
of the tax rate on smaller amounts of profit, a few percentage points could 
properly be added to the 1952 tax rate now applying to profits above a substan- 
tial sum. Here again the precise point at which the first additional percentage 
should be applied, and the subsequent rate of graduation, up to say 60 percent, 
we leave to the committee to recommend. Sut we think it reasonable that an 
additional upward graduation should properly be applied to corporations en- 
gaged in putting out products not substantially related. <A large company has 
a gigantic competitive power when it goes into a new line because it is able to 
subsidize its initial losses in the new line with profits from its other lines. For 
instance, to take a glaring example, there is no particular reason why one com- 
pany should be allowed to produce automobiles, refrigerators, and diesel locomo- 
tives without paying some penalty tax on its profits for the privilege of doing so. 
(For the benefit of the committee members, 1 might say that I and my imme- 
diate family own several thousand shares of General Motors stock. ) 


STATEMENT BY JOHN PALIK, JR., PRESIDENT, NATIONAL ASSOCIATION OF METAL 
FINISHERS, CEDAR GROVE, N. J. 


IMPACT OF PRESENT TAX STRUCTURE ON THE JOB-SHOP PLATING INDUSTRY 


Illness prevents me from attending your committee’s New York hearing as I 
had intended. However, I trust that this statement will assist in shedding some 
light on how the present tax structure adversely affects members of our small 
industry. 

As you know, our organization comprises, in the main, owners and manage- 
ment executives of electroplating, metal finishing, buffing, and polishing firms. 
There are about 2,500 of these firms in the United States ranging from 5 to 10 
employees to 500 employees. Ours is a service industry performing services on 
$10 billion to $20 billion worth of products annually at the retail level and in- 
volving the employment of 2 to 3 million persons. 3asically, therefore, our 
industry members come under the heading of small business. 

Our industry is being strangled by the present tax system. We are prevented 
from expanding by too large a tax burden and our members find it not only diffi- 
cult but almost impossible to set aside venture capital. Consequently, many of 
us are forced to join in mergers for survival. 

Our small businesses will get even smaller if something is not done soon to 
adjust the tax structure which not only penalizes our small entrepreneurs but 
which discourages initiative and individual growth in a most important segment 
of the United States individual economy. 

Suggested innovations: (1) Institute fair, graduated tax; (2) charge off 
capital investments—new equipment, etc—to an amount over $25,000; (3) 
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extend death tax; (4) liberalize depreciation for used equipment; (5) broaden 
provisions for profit sharing and pension plans. 

We urge this committee to take prompt, corrective action to bring sorely 
needed tax relief not only to our comparatively small businesses but to other 
segments of the small-business economy which has been discriminated against by 
the present tax structure. 


GENERAL Foops Corp., 
White Plains, N. Y., September 30, 1957. 
SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
Federal Court Building, Foley Square, New York, N.Y. 

GENTLEMEN: Attached hereto is a statement submitted on behalf of General 
Foods Corp. in opposition to continuation of the wartime emergency taxes on 
transportation. 

Sincerely yours, 
Ray V. HARRON, 
General Traffic Manager. 


STATEMENT OF Ray V. HARRON, GENERAL TRAFFIC MANAGER, GENERAL F oops 
Corp., WHITE PLAINS, N. Y. 


EXCISE TAXES ON TRANSPORTATION 


My name is Ray V. Harron. I am general traffic manager of General Foods 
Corp., a manufacturer and distributor of foodstuffs. 

We appreciate the opportunity of submitting our views in opposition to the 
continuation of the wartime tax on transportation of property. 

The tax should be repealed for the following reasons: 

(a) It is a heavy and unjust burden on the food industry. The tax is as- 
sessed not only on line-haul charges, but also on accessorial services, Such as 
protective service (refrigeration) on perishable products. 

(b) The excise tax is both inequitable and discriminatory. It is inequitable 
because a producer situated a great distance from a given market pays a larger 
tax on his total transportation charges and is thereby forced into a much higher 
cost position than a producer who is situated near the market, although the 
products may both bring the same price when they reach the market. 

It is discriminatory in relation to other excise taxes in that it is levied on 
production and distribution of food, rather than luxury items. 

(c) No tax is imposed upon the shipper who can afford to maintain his own 
fleet of trucks. The shipper of property who cannot afford to maintain his 
own transportation system must pay transportation charges to which is added 
the 3 percent tax. 

Moreover, the tax is imposed on the cost of each movement involved from the 
farmers who raise the raw materials for this industry, through marketing, and 
becomes a part of the cost of the goods at each of these stages. Thus the tax 
has cumulative effect. 

(dq) The tax disproportionately increases the transportation cost of long 
haul shippers in competition with short haul shippers since it is fixed as a per- 
centage of the transportation charge. This shrinks the available market area 
of shippers who are not close to big markets. 

(e) We wish to direct attention also to the April 1955 report to the President 
prepared by the Presidential Advisory Committee on Transportation, headed by 
Secretary of Commerce Sinclair Weeks, wherein they stressed the need for main- 
tenance of a modern and financially strong system of common-carrier transporta- 
tion, adequate for the needs of an expanding and dynamic economy and the na- 
tional security. The continuation of this wartime transportation tax is most 
harmful to the maintenance of a strong common carrier system of transportation 
so sorely needed by the food industry, as well as the Nation, as the 3 percent tax 
is an invitation to inaugurating private truck operations—avoiding the transpor- 
tation tax pays a substantial part of the cost of truck equipment. In many in- 
stances the transportation tax has been the deciding factor in entering private 
motor carrier operations. 

(f) This tax results in further inequities and harmful effects upon the econ- 
omy of the United States in that it is assessed on transportation charges without 
regard to current market value of the goods being transported. In other words, 
this added transportation cost must be incurred without regard to the price which 
may be obtained for a given commodity. In this situation the growers and 





TAX PROBLEMS OF SMALL BUSINESS 515 


processors receive less for their products, while the consumer pays more for 
essential food. 

In view of the facts set out above, we earnestly solicit the intercession of 
your committee in bringing about the abolition of this most burdensome, in- 
equitable, and discriminatory tax. 


STATEMENT OF F. C. TIGHE, SENIOR TRAFFIC MANAGER, UNION CARBIDE CORP., 
NEw York, N. Y. 
OCTOBER 2, 1957. 
Subject: Repeal of excise tax on freight transportation. 
SENATE SELECT COM MITTEE ON SMALL BUSINESS, 
New York, N.Y. 

GENTLEMEN: The cost of transportation of raw materials and products repre- 
sents the third largest single item of expenditure of the Union Carbide Corp. 

It has been the policy of this corporation to use the public (for hire) carriers 
for its transportation services. The imposition of present Federal excise tax of 
3 percent on freight shipments, inbound and outbound, moving via public car- 
riers, represents a substantial additional cost to Union Carbide and its cus- 
tomers, and constitutes an impediment to the continued use of such public car- 
riers, mainly the railroads and trucks. 

\ substantial portion of our freight shipments move over long distances and 
the higher transportation tax for long-haul shipments hampers our ability to 
market our products in areas where we compete with short-haul shippers, many 
of whom provide their own private transportation services. 

We are presently undertaking a study of private carriage—the transportation 
of our materials and products in our own, or leased, transportation equipment. 
A number of our competitors presently operate their own transportation facili- 
ties, and it is becoming increasingly difficult for us to pay the costs of the for- 
hire transportation carriers plus the Federal tax of 3 percent, in competition 
with those who do their own hauling with no tax applicable. The continuance 
or discontinuance of the present Federal transportation tax will in no small 
part influence our decision on the use of private transportation facilities. 

It is out view that the present transportation tax on freight shipments has 
long since outlived its usefulness, and at present constitutes an unfair burden 
on the public carriers and the shippers who use those public carriers. Congress 
should act quickly to repeal this tax. 

Very truly yours, 
F. C. TIGHE, 
Senior Traffic Manager. 

Senator Javirs. The hearing will stand in recess until 2:15. Our 
first witness at that time will be Mr. Roy R. Johnson, of the Fuelane 
Corp., carried over from this morning. 

(Whereupon, at 1:05 p. m., the committee recessed, to reconvene at 
2:15 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Javirs. The hearing will resume. 

Our first witness will be Roy R. Johnson, of the Fuelane Corp., of 
Liberty, a 

Mr. Johnson, your statement will be included in the record, and you 
may proceed as you wish. 

Would you like to stand, Mr. Johnson ? 

Mr. Jounson. Yes; I have been sitting; if you do not mind. 

Senator Javrrs. If I may state for the record, this is the first of the 
hearings, the staff advises me, at which so many Members of Congress 
and other public officials have appeared to testify. We did not 
expect that there would be so many or that they would take so long. 

We apologize to the business eitietbid. We are more than anxious 
to hear you and we are grateful to you for being patient with us. 
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STATEMENT OF ROY R. JOHNSON, VICE PRESIDENT, FUELANE 
CORP., LIBERTY, N. Y. 


Mr. Jonnson. I would like also to state this is my first experience 
in this type of thing and it is completely new to me and, since having 
listened to those who have so far talke d, I feel that I did not do a very 
good job in trying to be helpful. 

I am not going to attempt to read this, because you have it, but I 
would like to make a few remarks in connection with it, and basically 
I would like to say this at the start, that I am small business. We 
are small business. 

Reading my story might indicate that I am not, but definitely and 
specifically I do believe we are small business and believe wholly in 
the importance of small business to the national economy. 

However, the testimony which you have is predicated on a theory 

‘a principe that small business is no different than big business or 
aot: sized business, and therefore any treatment of small business 
should not be considered as something apart from total business. 

I think that we can all recognize that taxation is not small busi- 
ness’ most important problem, although it is a subject of this particular 
session. 

We are more concerned with management, and we are happy to 
see and know that the Small Business Administration is doing some- 
thing about improving our management training and opportuniti les. 

I would also like to call this—I might also say, in passing, it is not 
exclusive with small business, this management problem. But it 
also occurred to me in listening this morning that maybe at least from 
my Viewpoint, and that is what I am here to express, that we are 
attacking an ill or an evil or a sickness here with pink pills instead 
of what might be indicated as major surgery. 

And that is the basis of the testimony of the company which you 
have here, that it is predicated on the principle that small business and 
big business and medium-sized business are the same. 

Tt also indic ates, as pointed out here, that small business can be, 
and in many cases is, much more efficient than large business, or has the 
opportunity to be so if it will take advantage of its ee 

I would like also to comment specifically that we should not set. up 
a tax relief program for small business that rewards poor manage- 
ment. I should also like to emphasize this one fundamental point 
in my belief, that taxation as such, or taxation of a corporation as 
such, is an error, and it is because of this basis of taxation that all of 
these problems now exist; that, if taxation was on the individual 
rather than the corporation, we would not have these questions coming 
up at this particular time. 

As is indicated in this testimony of mine, I was very happy to hear 
Mr. Gwinn’s remarks this morning about Gov ernment competition, 
because it is a definite factor in the small-business problem, a very, 
very serious factor in the small-business problem, and particularly in 
my industry it is very import: ant. 

‘Senator Javrrs. What is your industry ? 

Mr. Jounson. Liquefied ‘petroleum gas, where we compete against 
REA, a subsidized operation, against Government power plants, 
which is a definite, specific tax relief competition so that industry 
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which I am a part of. But I do not like to single out my industry as 
something special, because it is not. 

The other important factor which I would like to reemphasize 
in here is because again of this fundamental corporation tax, the 
tremendous costs there are upon industry to administer it, to take 
care of it, accounting fees, lawsuits and everything in it is all in- 
volved as a basic chifeoh: because a corporation is taxed as such 
rather than the individuals who earn the income from it. 

That is all I have to say. 

Senator Javirs. There are some statements you made which per- 
haps might be questioned, Mr. Johnson. I say that not in an un- 
friendly way at all. 

Senator Saltonstall ? 

Senator SauronstatLt. Mr. Johnson, you agree that one of your 
principal suggestions is to abolish corpor ation taxes! 

Mr. Jounson. That is correct, sir. 

Senator Sattonstatu. That is impractical, is it not ? 

Mr. JoHnson. That isright. Isaid so. 

Senator SALTONSTALL. Yes. 

So that what you want to try to do is to equalize the tax between 
individuals and between corporations? 

Mr. Jomnson. That is one of the suggestions, yes. 

Senator SarronstTaLu. I do not think I have any other questions, 
Mr. Chairman. 

Senator Javits. You said one thing which I think is rather impor- 
tant, and that is, you said that small business can be as efficient and 
in most cases more so than big business. 

Mr. Jounson. Yes. 

Senator Javirrs. Now, do you feel that in new products and research, 
and so forth, small business can in some way keep up with big bus- 
iness ¢ 

Mr. Jounson. Well, I would like to make this comment briefly, 
that there are areas in which small business cannot compete, cannot 
and does not belong, because of the tremendous investment that is 
necessary for it, and that is the reason for big business. And the 
only excuse for big business is the investment factor. Otherwise, we 
would not have big business, I do not think. 

Senator Javirs. Do you feel that the tax burden, if it is going to be 
apportioned, as it is in the personal income tax, ought to be heavier 
on big business than on small business ? 

Mr. Jounson. No, sir. 

Senator Javirs. You do not? 

Mr. Jounson. No. 

Senator Javits. Would you therefore agree or disagree with the 
principle of a graduated personal income tax ? 

Mr. Jounson. Y es, in reverse from the way it is. I do not believe 
in the decelerated principle of graduated taxes. 

Senator Javirs. In the personal, either ? 

Mr. Jounson. That is right. 

Senator Javirs. I see. 

Thank you, very much, Mr. Johnson. 

We certainly appreciate your courtesy and patience in waiting to 
be heard. 
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(Mr. Johnson’s prepared statement follows :) 


STATEMENT OF Roy R. JOHNSON, VICE PRESIDENT, FUELANE CorP., Liperty, N. Y. 


The problem of taxation on small business is not any different than the tax 
problem facing any business regardless of size. This is because the basic prin- 
ciple of taxing a business, as such, is a fundamental error. 

There is no economic reason why small business should receive any treatment 
different from big business just because it is small. 

All business is owned by individuals and the income from such business ends 
up as personal income in one form or another. In a corporation it is either 
in salaries, wages, dividends, capital gains on the sale of stock or interest on 
bonds or notes. In a personally owned business it’s in profits. In a partner- 
ship it’s in profits. Income above normal profits can also be secured from 
the sale of personally owned or partnership owned business which, under our 
present tax regulations, can be capital gains. 

There is no fundamental difference in a large or small business in the dis- 
tribution of profits—it all ends up as personal income and should be treated 
as such and not, as is the case with corporations (regardless of size), ‘split 
taxed” as earnings to the corporation and then that which is left over as per- 
sonal income (assuming that such left over income eventually is paid out in 
one form or another to individuals). 

The gross dollar volume of sales, the number of people employed, the amount 
of fixed investment or the profits before taxes of any business do not constitute 
any measure of or a criteria for a tax base as it may apply to the elusive defini- 
tion of small business and/or big business. Only one measure applies—how 
much in real earnings goes to individuals as wages and/or in the distribution of 
profits. 

Federal taxes, or the lack of them, on business regardless of size, constitutes 
a real competitive problem and one which should be given serious consideration 
by this committee. 

Federal subsidies and special tax relief on Government-operated business, coop- 
eratives, and Federal power projects, constitute a definite competitive advantage 
over both small and large business in direct and indirect competition with these 
operations. 

Any attempt to provide a means of a redistribution of national income to small 
business, which has not been earned by such small business, via the tax route, 
could drive small business into the same plight of the small farmer whose depend- 
ence for survival is now on Government dole or handouts in one form or another. 

Small business can be as efficient and, in most cases more so, than big business. 
It has many natural advantages over big business if the owners of such small 
business will make the effort to learn better how to manage their respective 
operation. 

It is recognized that there are businesses that cannot, because of the tre- 
mendous investments required, ever stay small. The opportunity to grow 
should not be handicapped because of taxes. 

We should not provide tax relief as a reward for poor or dishonest manage- 
ment. 

To be specific : 

1. Permit estate tares to be paid in installments over a period of years.—Allow 
estate taxes to be paid in installments. This, however, should not be limited 
to small-business interests but should be across the board for anyone. 

2. Permit partnerships and propriectorships to clect to be taxred as corpora- 
tions.—This can best be answered by the elimination of the corporate tax com- 
pletely. There would then be no need for any elective method since everyone 
would then pay taxes as individuals. 

If we allow partnerships and proprietorships to elect to be taxed as corpora- 
tions, we should be fair and allow corporations to distribute their taxable income 
on the partnership and/or proprietorship basis whichever is to the best ad- 
vantage. 

3. Permit tarpayers to use alternative methods of depreciation provided by 
section 167 of 1954 Internal Revenue Code for used property.—All business re- 
gardless of size or structure should be allowed alternate methods of depreciation 
as provided in this section. 

4. Permit a proprietor of unincorporated business to be treated as employee 
under qualified pension, profit sharing, or stock-bonus plan. 

If the proprietor is active and personally engaged in the management of the 
business, he is in a true sense an employee of himself and, as such, should be 
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allowed all of the benefits of any other emeployee. If on the other hand he is 
not so actively and personally engaged, he should be treated as an investor and 
is entitled only to the same rewards of an investor in a corporation. 

Since it is impossible for any Government agency to determine the true status 
of such a proprietor in the above respect, such proprietor should be required to 
incorporate in order to earn the right to be classified as an employee. 

5. Graduated corporated tag rates.—Since the corporation tax is an error in 
itself, the proper answer to this question is to do away with it. 

Since, however, this is only good economics and not good politics, it probably 
won't be done. 

Corporation taxes are in effect a tax on undistributed personal income as they 
are based on undistributed profits. They should, therefore, be in principle, on 
the same tax schedule as personal income. Present personal income-tax sched- 
ules are confiscatory in nature and, of course, should also be changed. 

Any attempt to equalize the tax load between a corporation (large or small) 
and a proprietorship (large or small) can be achieved only when the taxable in- 
come of either is considered as being the same. 

Graduated taxes are correct in principle when applied to individuals and/or 
corporations. 

Proper distribution of the tax load within the graduation is, however, an ex- 
tremely difficult task, and therefore must be to a very large extent, an arbitrary 
action on the part of the taxing authority. 

6. Permit election of standard deduction for small business. 
vantage to this plan. 

7. Permit deduction for additional investment during tarable year.—This in 
principle is the same as an accelerated depreciation option and should not be 
limited to small business. 

8. Increase eremption of corporate income subject to surtax.—This would be 
an excellent step in the direction of the elimination of the corporation tax en- 
tirely. 

9. Reduce corporate normal tar.—This also would be an excellent step in the 
direction of the elimination of the corporation tax entirely. 


Can see no ad- 





SUMMARY 


The United States Senate can best serve small business by recognizing that 
small business and big business are only relative terms, and it can help small 
business only if it helps all business. It should recognize that all business is 
made up of people who share in the earnings from such business in the form of 
wages and/or profits. 

People who own or manage business should not be penalized for being success- 
ful by an unjust tax. Likewise, people who own or manage business which fails 
to make a profit because of poor foresight or poor management, should not be 
relieved of the responsibility to pay the cost of Government by the same unjust 
tax. 

It should also fully appreciate that all business (including subsidies and tax 
favored) should be on an equal competitive tax program so that opportunity, 
initiative, and ability can function to its fullest extent. 

The right to success and failure in business is an American heritage, but those 
who succeed should not be required to pay the total debt of those who fail. 

The Senate, through this committee, should also be made cognizant of the 
tremendous cost to business in accounting, tax consultation fees, suits and coun- 
tersuits which are the direct result of corporation income-tax laws. To small 
business these costs do, in too many cases, equal or exceed the tax. 

Preferential tax treatment of small business as apart from business as a 
whole, will lead only to complications, the end result of which will not be an 
advantage but rather a burden on small business and a larger tax cost on every- 
one, plus increased inflationary pressures. 


STATEMENT OF LOUIS L. ALLEN, ASSOCIATE PROFESSOR, CASE 
INSTITUTE OF TECHNOLOGY, SCHOOL OF INDUSTRIAL ENGI- 
NEERING, CLEVELAND, OHIO 


Senator Javirs. Our next witness will be Mr. Louis L. Allen, of 
the Case Institute of Technology, of Cleveland, Ohio, in charge of 
their management development program. 
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Mr. Allen, we will consider your statement as included in the record 
at this point, and you may proceed as you wish. 

Mr. Auten. Thank you, Senator. 

(Mr. Allen’s prepared statement follows :) 


OPENING REMARKS 


It is a distinct pleasure, and I regard it as an important privilege, that I can 
testify before the United States Senate Committee on Small Business. The 
problems with which this committee is concerned are urgent ones from the point 
of time and are important ones from the point of need. My own background 
is full of the history of frustration, hard work, and tremendous satisfactions 
involved in small business. I have owned by own small business and have had 
an active part in the management of two other small businesses. My present 
work involves management education especially designed for small-business men. 
I became interested in this type of education as a result of my previous small- 
business experience. 

STATEMENT OF PROBLEM 


Important in discussing small business is one’s concept of small business and 
what it is that needs to be dealt with. My own definition of size is arbitrary 
but the concept of smallness is very important and pervades throughout my own 
thoughts. Small businesses are those companies which have less than 800 em- 
ployees or less than $1 million of assets or both. Implied in this definition is 
the important concept; the small company is, in the sense of size only, limited in 
the amount of overhead structure it can support and in the gross amount of 
assets at its disposal to employ in generating profits. In other words, the con- 
trolling differences between so-called large companies and small companies are 
to be found in the areas of money; in the case of assets this is the limiting 
factor in setting the top borrowed amount available, and in the case of overhead 
this is the amount of nonproductive brains and services which can be hired. In 
both cases the small business is very likely in competition with companies which 
may have many times these amounts available. And certainly it is requisite 
that the small company make the best use of its resources whatever the amount 
available. 

If these are the disadvantages of smaller size, there are some definite plus 
factors directly related to smallness. These include, or should include, flexibil- 
ity, “communications” with employees and with customers, tighter control by 
management, etc. In my opinion, a program of relief for the benefit of small 
businesses should be designed to provide, in part, the how-to of getting the most 
from the advantages and, if possible, keeping out of trouble with the disadvan- 
tages. This is greatly simplified here for the sake of brevity, but it is ny con- 
cept of the problem. 

In the remarks which follow, I shall limit myself to the problems of taxation 
as they constrict, in my opinion, the small businesses’ ability to accomplish 
these two things. 

TAXATION PROBLEMS INVOLVED 


The taxes which a small business pays on its operations are, by and large, 
computed on the same basis as those of the largest corporations. This, in itself 
is not inequitable. I am not a taxation expert but I am told, and I concur, 
that a uniform tax schedule is requisite for efficient tax management. An 
inequality exists, however, as between small and large businesses, in that the total 
dollars retained after taxes have been paid represent, in the case of small busi- 
ness, small dollar amounts, and in the case of big business, large dollar amounts. 
Indeed, one hears more and more of corporate performance as being such and 
such a percentage of profit to sales before depreciation and taxes. This is be- 
cause it may be the most accurate way of summarizing corporate performance 
and represents the truest amount the assets earned. This is the gross amount 
available after all charges have been made and before taxes are paid and repre- 
sents, I believe, the area where present taxation laws begin to work an 
inequality as regards size. 

But before examining this further, please let me develop the two areas where 
smaller size by itself detracts from competitive ability. 
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MANAGEMENT SERVICES 


A very interesting study is being conducted by a group in this country, the 
object of which is the history and development of overhead structures in this 
and other countries. I am informed the tentative findings support the conten- 
tion that it has been an American concept of larger overheads of brains and 
services which has been the primary distinction between our American com- 
panies and those companies of other countries. The conclusion very likely will 
be, and if it is I shall concur, that this has been an innovation for us and 
explains our capability to have produced such a marvelous industrial record. 

Think of the problem of smaller size this way—a large company can support 
large overheads and thus buy its brains and services on a table d’hote basis: 
the small company can’t afford this but can choose a la carte. To carry the 
menu analogy further, it isn’t that the smaller company doesn’t need the full 
course; it does. It means that the smaller company can’t afford it all at once, 
but must be allowed to buy its management development and services a piece at 
a time. 

CAPITAL AVAILABILITY 


Most every small-business man will be glad to tell the world he does not have 
sufficient cash and is restricted from growing by this lack. ‘Another $10,000 
cash and we would really go places.” There is evidence indicating large busi- 
nesses are thinking about a similar situation—in their case the figure is many 
times larger than $10,000. However, the large company has recourse to financing 
not generally available to the smaller company—I refer to equity financing and 
long-term debt financing. There is here involved an additional hurdle for the 
smaller company. Generally speaking, a company can get current financing 
only up to an amount approximately equal to the owner’s equity. Thus, the 
smaller companies who find it difficult to raise equity and long-term money are 
additionally curtailed by a limit on current financing amounts. When I speak 
of current financing here today, I am referring to financing at bank rates. In 
this regard I should like to say the reputable firms in this country who do ac- 
counts receivable financing fill a vital need and were it not for them, many, 
many companies would have fallen by the wayside. Only in extreme cases is it 
justifiable to pay the rates charged by these firms, but as a final recourse they 
supply a need not otherwise supplied and thus play an important role in our 
business world. 

There is general agreement that all companies must grow, for to remain steady 
will foster attrition of even that business, which is being done. The question 
we ask ourselves is this: Is there any way in which the smaller company can 
be helped which would give it a chance to be more competitive in the areas 
mentioned earlier and at the same time would be nondiscriminatory as regards 
businesses of any size? 

My answer is “maybe.” The “maybe” refers to whether or not it might be 
considered feasible that funds which are used by companies to strengthen 
management performance and to grow should be looked upon as providing con- 
tinuity and increased soundness in our eccnomy, and as such, deserve special 
recognition in the matter of taxation. 

Now there is a simple accounting device called a source and application of 
funds statement. This statement accompanies operating statements and balance 
sheets and shows how cash was used during any given period. If the “maybe” 
is “yes,” then such a statement could be used to show cash which was used in the 
two areas of competitive weakness. Then a schedule of credit against taxes 
might be enacted which would provide for relief for all that elected to use it. 
I have some exhibits which can illustrate this, but briefly the concept is this: 
Each year cash is used to provide for growth in the areas of assets, a balance 
sheet item, and management services, an operating statement item. Then the 
funds which had been applied to these two items would represent earnings spent 
or retained for purposes of company development. These funds would be the 
basis of a scheduled credit against the company’s future taxes. It would be a 
credit available to all companies whether incorporated or unincorporated. 

Now there is before Congress a bill for scheduled tax reductions. I think some 
reduction in taxation is desirable. However, let it be understood this proposal 
does not involve a reduction in taxation directly, but indirectly it will acknowl- 
edge businesses, especially small business, growth problems, and will provide, I 
think, a stimulus for businesses, especially small businesses, to grow. 
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PROPOSAL 

The proposal is this: 

1. Provide a schedule for credit against taxes based on funds used in these 
two categories. 

2. Provide for an investigation to establish a schedule of rates and amounts 
of this credit based on company balance sheet items. 

3. Provide for an accounting procedure to report this information for tax 
purposes which is simple and manageable. 


SUMMARY 


In summary, there seem to be two major areas where the small company is 
at a disadvantage in competing with larger companies. These result from the 
fact of smaller size and very little else, and they involve two essential areas— 
management services and capital for growth. If a scale of rebate or credit could 
be devised which would make available to all businesses increased company 
generated funds for these two areas, I believe all would benefit and it would 
provide for the small business a source of funds it might otherwise never find 
available. 

Mr. Auten. My name is Louis L. Allen. I am on the staff at Case 
Institute in Cleveland. 

The problem of taxation, I think, in small business must originally 
be considered from the point of view of what the problem is that small 
business faces, and if it can be determined where an inequity exists 
merely because a company is small, then this certainly might be con- 
porter the first place where some sort of relief could be obtained. 

I define “small business” as any company that has less than 800 em- 
ployees or $1 million of assets, but this is just arbitrary. But I 
think the important thing is that a small business is not competitive 
with larger businesses, and it never can be competitive, in essentially 
two areas. 

One of these is in the supporting of a large overhead of brains and 
services; and the other one is in the amount of assets which are at its 
command to generate funds for current financing and long-term debt. 

Many of the people here have testified this morning that in this area 
of brains and services, which would include research scientists, tech- 
nicians of all kinds, technical planners, and the like, these men have 
testified that this is where small business is definitely hampered. And 
IT agree with them completely. 

Some of the people have testified that there are definite plus factors 
where the small business has a chance to be more than competitive 
with big business, and I have enumerated these flexibility; com- 
munications, friendly relations, with employees and customers; 

tighter control by management because there are not so many people 
involved, the span of control is shorter, and so forth. 

There is a study being made of just the overhead structures of 
American corporations as compared with the overhead structures of 
corporations in other countries, and their tentative conclusions, as 
stated in my remarks, are to the effect that his has been an American 
innovation ; and I think they are going to come to the conclusion that, 
more than anything else, American companies’ ability to conceive of 
hiring a technician who is not going to do anything except give ad- 
vice in a very particular area, has accounted for a great part of our 
tremendous capital growth and our wonderful industrial record. 

A small company cannot possibly accomplish anything of this 
kind. So that in thinking of tax relief for small business, I feel, hav- 
ing owned my own small business and having been connected in the 
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management of two other small businesses, that the Government might 
consider that it was feasible to provide for a schedule of credits 
against taxes which would operate like this, and I will read here 
from my testimony : 

Each year cash is used to provide for growth in the areas of assets, 
which is a balance-sheet item, and management services, which would 
be an operating statement item. Very simple reporting methods could 
be used to report the moneys thus involved to the Federal taxation 
agencies, and the funds which were applied on these two particular 
items then might be the subject of a credit against thet taxes which the 
company would pay in the future, say the next yea 

This is the essence of the proposal that is oak in my testimony. 
I think it would be a manageable one. It would be a kind of schedule 
that really would be applic ‘able on some basis to businesses of all sizes 

In that case, I do not think it should be discriminatory against large 
business but, most importantly, I think, it would take recognition of 
the fact that the smaller company’s inability to provide for its funds to 
accomplish these two things represent its area of greatest weakness, 
predicated merely on its small size, and this would be an ac knowledg- 
ment by the Government, which is the people, that they should not be 
handicapped by this. 

The inequality, I think, might be substantially reduced through 
some program of this nature. 

Senator Javirs. Let us understand your suggestion precisely, Mr. 
Allen. You want us to give a credit against future taxes for these 
expenditures used to build up the business, instead of a credit against 
current taxes, which is the subject of some of the pending legislation ? 

Mr. ALLEN. Yes, that is an accurate summary of what I had in 
mind, 

The reason why I felt this should carry on and be a credit against 
next year’s taxes was that the reporting method, if a man pays his 
taxes at the end of the calendar year 1956 and then operated for 1957, 
the money that he had retained in his company in these two particular 

categories, and there might be others that could be deemed worthy of 
note, this would not be apparent until the end of 1957, so that his tax 
bill for the year 1958 would then show a credit. 

This might be on some such—maybe the Government would go 50- 
50 with him, give him up to a certain amount that could be scheduled, 
but the proposal of my testimony would be that this might be the sub- 
et of a worthwhile investigation to determine if it is feasible and, if 

, how it could be managed, and things of that kind. 

Sie ke irs. Thank you, Mr. Allen. 

Mr. Allen, would you make the record clear as to your precise ad- 
dress and the capacity in which you are testifying here this morning ? 

Mr. Auten. Yes. My name is Louis Allen. My address is asso- 
ciate professor, Case Institute of Technology, School of Industrial 
Engineering, 10900 Euclid Avenue, Cleveland, Ohio. 

Senator Javirs. Are you testifying as a small-business man your- 
self, or as a—— 

Mr. Auten. I am testifying on—— 

Senator Javirs (continuing). Asan academician ? 

Mr. Auten. I am testifying on behalf of Case Institute. 
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Senator Javirs. Fine. That is what we wanted to get. Thank 
you. 

Senator Saltonstall ? 

Senator Satronstauu. I have no questions. Thank you very much. 

Senator Javirs. Thank you very much for your views. 

Do you have any figures on the amount of revenue this might cost, 
if any, Mr. Allen ? 

Mr. Arzen. I have some exhibits which I felt were much too 
lengthy, and that you would not have time to see them, but I would 
be glad to send them to your counsel or leave them here today. 

Senator Javits. We would appreciate it if you would leave them. 
You have a new suggestion, and we are very anxious to explore all 
new ideas. 

Mr. Arren. If I could just explain them to Mr. Erickson. 

Senator Javirs. If you will leave those with the counsel, we would 
appreciate it. (See appendix ITI, p. 591 

Our next witness is Richard Kilcullen. 

Mr. Kilcullen ? 





STATEMENT OF RICHARD KILCULLEN, OF McGUIGAN & KILCULLEN, 
ATTORNEYS AT LAW, NEW YORK, N. Y. 






Mr. Kitcutien. Thank you, sir. 

Senator Javirs. Mr. Kilcullen, your statement will be included in 
the record, following your oral statement. You may comment on it 
or summarize it or read parts of it; proceed as you will, sir. 

Mr. Kincciien. Thank you, sir. 

Senator Javits. Will you give us your precise address and the 

sapacity in which you appear ? 7 

Mr. Kincuntien. Yes. My name is Richard Kilcullen. My address 
is 233 Broadway. I am a practicing lawyer, with the firm of Mce- 
Guigan & Kilcullen. 

I appreciate the opportunity to be here today, particularly inasmuch 
as my comments are not directed to any of the specific proposals that 
have been submitted to this committee for relief of small business but, 

‘ather, to a general problem which I think has a specific effect, not so 
much on the « operation of small business or upon its growth potential, 
but on the objectives of the small-business man in the operation. 

That has been my own principal field of connection with this prob- 
lem and, therefore, the question to which I would like to address 
myself. 

As I have stated, I think traditionally the goal of small-business 
operation is, that is, for people starting in new business, to develop 
at first to the point where it can supply a living commensurate with 
what they have put into it, and always with the hope that it may 
become in itself, either through good management or good fortune, 
a large business. 

That is going to take longer today because of the increase in taxes 
over the last 30 years. 

On the other hand, except for the specific problems raised in pre- 
vious testimony, that is, the allocation of the increased tax burden 
between large and small business, and in particular, the cash drain 
of taxes upon a growing business, I do not think there can be any 
complaint on that specific score. 
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I think what has distorted the goal of business operation is not the 
increase in the tax, general tax level, but the disparity of the tax rate 
between ordinary income and capital g gains. 

The effect of this disparity is, I think, greatest upon those particular 
businesses which show the most promise. A business which starts, say, 
manufacturing a new product, when it reaches a point of real success, 
if it is still closely held, will be in a situation where the owners of that 
business find that continued growth will produce little additional 
current benefit; certainly little benefit compared to what they can 
realize by disposing of that business through merger or acquisition 
to a large corporation. 

At the level where the income of the owners, either through salary 
or salary and dividends, approaches, we will say, the level of $40,000 
or $50,000, future earnings of the seep can be realized in terms of 
cash in hand at probably only a 10- or 15-percent rate by the owners. 

The illustration I included in the testimony, an increase of earnings 
before taxes of, we will say, from $200,000 to $400,000 a year, might 
produce a benefit of only $25,000 a year to 2 owners, we will say, in 
terms of cash in hand. 

On the other hand, it might represent, in terms of sale value or 
merger value, an increase of a million and a half dollars in terms of 
cash in hand after taxes. 

Under the present situation of the tax laws, that million and a half 
dollars, either in terms of tax-exempt bonds or in terms of, as was 
mentioned this morning, oil investments which would produce a sub- 
stantial tax-free return, can produce a current spendable income to 
those owners that they could never hope to achieve through continued 
operat ion of the business itself. 

So that, in effect, they are in the position of having an ever-increas- 
ing asset, but one which is in effect frozen in terms of personal uti- 
lization. 

The specific difficulty created by that situation is, I think, as far 
this committee is concerned, the impetus which it gives to mergers and 
acquisitions by larger corporations. 

On the one hand our objective is to assist the growth and operation 
of small business, and other departments of the Government, primarily 
the Antitrust Division, are concerned with restraining certain opera- 
tions, as least of large business, and restraining its excessive growth. 

At the same time, the beneficiaries of these activities, that is, the 
small-business man and particularly the most successful of the small- 
business men, may well find that it is to their own best advantage to 
sell their business to the very people from whom we are trying to 
protect them. 

I think, therefore, that the proposals that have been made, and 
there have been many, they have taken several forms, for reducing 
the disparity between capital-gains-tax rate and the progressive indi- 
vidual-income-tax rate, are a legitimate concern of this committee, of 
equal importance with other specific proposals that have been put 
forward to relieve specific situations. 

Senator Javrrs. Thank you, Mr. Kilcullen. 

Senator Savronstaty. I w ould like to ask just one question. 

Do I understand you to be in favor of abolishing the capital-gains 
tax? 
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Mr. Kizcutien. No, sir. Well, I am recommending—what I am 
recommending is reduction of the difference between the individual 
tax and the capital-g gains tax. 

In other words, at the present level of perhaps $16,000 of income, 
taxable income, you have reached a 50 percent ordinary income-tax 

rate, which rises to 91 percent. 

I think the spread between, let us say, an effective rate of 80 perc = 
on income over $20,000 as compared with a capital-gains tax rate of 2 
percent, is so great as to channel the thinking of the small-business man 
away from development and growth of his ‘business, into the thoughts 
as to how can I dispose of this business? In other words, how can 1 

ealize this potential that I have created at a capital-gains level ¢ 

Senator SatronsTaLL. What you say is that you want to remove the 
incentive to sell so as to increase the incentive to keep the business. 

Mr. Kincutien. That is right. 

Senator SatronsraLu. Thank you, sir. 

Senator Javirs. Mr. Kilcullen, really your point of view extends far 
beyond small business, does it not? You want all tax rates equalized. 

Mr. Kincuuten. I feel the effect of this disparity—this disparity 
does affect all taxpayers, all individual taxpayers. It has a specific 
effect here. 

Senator Javirs. Thank you. We thank you for your views, which 
are interesting. Mr. Kilcullen’s prepared statement will be included 
in the record at this point. 

(The statement referred to follows:) 


PREPARED STATEMENT OF RICHARD KILCULLEN, ATTORNEY, NEW YorK, N. Y. 


This committee has already heard a number of witnesses on various specific 
proposals that have been made for tax relief for small business. I would like to 
confine my comments to an aspect of the problem that is not specifically covered 
by any of those proposals. While it is a problem affecting all taxpayers, it is 
one that I think may legitimately be considered a particular problem of small 
business since it tends to distort the goal of small-business operation and to 
accelerate the absorption by large companies of those small businesses showing 
the greatest potentialities. 

Traditionally, the goal of the founders of a new business, whether in a new or 
established line, has heen to develop that business at least to the point where 
it can provide a living for its founders commensurate with the capital and effort 
that they put into it and, hopefully, to the point where it too will become a big 
business and a recognized and important part of the community in which it op- 
erates. Traditionally, the returns for those achieving the first goal are satis- 
factory and the returns for those who achieve the second goal are substantially 
unlimited. Very often, the founders of a business have looked toward those goals 
not only for themselves but for their sons and grandsons who, they hoped, would 
succeed them in carrying on and expanding the operation. 

Today, achieving either of those goals is likely to take longer than it did 
before since a substantial part of the business earnings formerly available for 
expansion are now paid to the Government. On this score there can be no 
legitimate complaint even though the drain of taxes on the company’s cash must 
seriously restrict the growth of a company whose expansion requires increased 
plant or increased working capital. The costs of the kind of government that 
we have for many years selected and endorsed are enormously higher than they 
were 30, or even 20 years ago. But a small-business man can complain, I be- 
lieve, about the disparity between the tax rates on his ordinary income and 
the tax rates on that part of his income which for one reason or another the 
Congress has designated as capital gain. 

For example, let us assume that two individuals with $50,000 and a patent, 
or process, or particular skill, form a corporation to produce a new or improved 
commodity. Let us further assume that their expectations are more than jus- 
tified and that at the end of 5 years the company’s earnings amount to $200,000 
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before taxes and show every sign of steady, rapid increase. These earnings 
before taxes are after deduction of salaries for the incorporators, who work 
full time in the business, of, say, $40,000 each. If these men are unmarried and 
take the standard deduction on their income tax return, they will each have 
approximately $21,000 to spend from their salary. They will also have left in 
the corporate treasury approximately $100,000 after payment of the corporate tax. 

I do not wish to suggest that these two men with current spendable income 
of $21,000 and with the ability to increase that income are objects of sympathy. 
In some ways, however, they can be compared to a man who is told that the 
oak tree in his backyard is worth $10,000. He can get $10,000 worth of financial 
benefit from his tree only if it is struck by lightning and he is able to claim a 
easualty loss. In the case of our two business men, they can realize in hand 
the full potential of their business only if they dispose of it. 

If we use 10 times earnings as an arbitrary yardstick for valuation, the 
business at the point where we find it is worth $2 million. If earnings are dou- 
bled, the business is worth $4 million. However, the two owners will get little 
current benefit from those doubled earnings as long as they continue to operate 
the business. Some small increase in their salary might be justified in view of 
the company’s improved record but they will keep less than 30 percent of that 
increase. If they distribute additional sums by way of dividends (voluntarily 
or in fear of the accumulated earnings tax) the corporate and individual taxes 
will absorb about 87% percent of the raw net earnings. ‘Thus, a 100 percent 
increase for the business may represent to the 2 owners only a 12% percent 
increase in available cash. 

By contrast, if they can sell the business to a larger company they will be 
able to realize substantially the full market value of the business at whatever 
level it may have attained and retain 75 percent of that value after tax. 

To use the figures in our example, the $200,000 extra earnings paid as divi- 
dends, represent $25,000 additional spendable income, but those same $200,000 
earnings if sold may represent $1,500,000 after taxes, the equivalent of 60 years 
of dividends. While the sellers lose the potential of growth in the business they 
sell, they gain complete flexibility of investment of the proceeds, including, under 
the present law, the opportunity of receiving $50,000 to $60,000 of tax-free in- 
come from reliable, State-guaranteed municipal bonds or debentures. 

It is not surprising, therefore, that many operators of successful small busi- 
nesss are as concerned with the possibilities of mergers and sales as they are 
with the actual operation of their businesses. 

Of course, the underlying problem here is not one that is confined to the small- 
business operator. It is the concern of every successful individual, whether an 
employee, businessman, lawyer, doctor, or athlete. It has led to numerous piece- 
meal extensions of the capital gain concept. It has also evoked numerous pro- 
posals for reducing or eliminating the differential between the rates on capital 
gains and ordinary income. Those proposals are, I think, as legitimately the 
concern of this committee as are the specific problems of depreciation, pension 
fund provision for the individual proprietor, graduated corporate tax rates, and 
other items that have been considered. 

As long as the proprietor of a small successful business finds it economically 
more profitable to sell his business to a large corporation than to continue to 
operate and expand it, the efforts not only of this committee, but of other 
branches of the Government, cannot succeed in reversing the current trend to 
larger and larger business entities. It is not enough to encourage small business 
through the amelioration of specific problems and to restrict large business in 
certain aspects of its operation if the very businessmen that are to be helped 
still find it more advantageous to sell their businesses to the very organizations 
from whom they are being protected. 


Senator Javirs. Our next witness is Mr. Frederick A. Renard, of the 
firm of Neill & Spanjer, of Hillside, N.J. 


STATEMENT OF FREDERICK A. RENARD, PRESIDENT, NEILL & 
SPANJER, HILLSIDE, N. J. 


Mr. Renarp. Thank you. 
Senator Javirs. Mr. Renard, we have a copy of your statement 
which will go into the record at this point. 
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Mr. Renarp. I would like to refrain from reading it, but I would 
like to make a few comments, if you will allow me, on 

Senator Javirs. Certainly. 

Mr. Renarp (continuing). On the tax. 

Senator Javits. Yes. 

(Mr. Renard’s prepared statement follows :) 





PREPARED STATEMENT OF FREDERICK A. RENARD, PRESIDENT OF NEILL & 
SPANJER, HILLSIDE, N. J. 


SUGGESTED TAX CHANGES 


It is our contention, and also that of thousands of people running small 
corporations, that the present tax rate on corporations earning less than $100,000 
a year is unfair and too great a burden to carry and run a business successfully. 

All corporations or businesses that earn under $100,000 a year should 
be given more opportunity to accumulate money because they do not have as 
ready access to outside funds as do the large companies. Large companies can 
issue stocks and bonds or go to the large banks and get money for long periods 
of time much more easily than can smaller ones. The smaller concerns are 
dependent mostly on their local banks. They have no way of issuing stocks and 
bonds and if the local banks do lend them money it has to be repaid at a rapid 
rate. Borrowing this type of money does not allow for any long-term ex- 
pansion. If they have any expansion problems they are desirous of undertaking, 
there is very little money available for such purposes, as insurance companies 
and local banks are not too anxious to grant long-term mortgages on business 
properties. 

Today, with tight money, it is more imperative than ever that the Congress 
of the United States adjust the tax laws in order that small business would 
be able to take care of some of their own problems such as expansion, etc. 

With the above thoughts in mind, we believe that a graduated tax on the 
first $100,000 should be enacted and this tax should apply to both large and 
small businesses. To help out the very small concerns, there should be an exemp- 
tion of at least $3,000 on all earnings. Small business is really the backbone of 
this country. If many of them fall by the wayside the whole economy will 
be hurt, including big business. We believe that any saving the Government 
might make for smaller businesses will immediately be put into the economy and 
not only will the smaller corporations be better off but the larger ones will also 
benefit because small business will start to buy the things the larger corpora- 
tions make. 

The following is a suggested tax table based on the principle of a graduated 
tax from zero to $100,000 and it should apply to both small and large corpora- 
tions whose earnings fall in this category for any given year. 


ExHIBIT 23 








| 
| Suggested tax Present tax 

| 
i a dens pt stig aaa | No tax. pammiaakadaeaeddsis Vee bute Si 1t 
$3,000 Co $4,900_.............-..-.............] 10 percent can eiiiciiaiaine wo eaaibeaicerial | $899. 70 
eR oo oe week | $199.99 plus 15 percent__...._.._____- -------| 1, 500. 00 
I Nii cies en cheeinnanau ened | $949.84 plus 20 percent_................_____- 2, 999. 70 
we -| $3,949.64 plus 25 percent.............--._.._. 7, 499. 70 
$50,000 to $99,909..............-...........- | $10,199.39 plus 30 percent.............-..--"|_ 20,499. 48 
Sth Ce inks ehntnbicnccendtuhaen $25,199.09 plus 52 percent____....._..________| 46, 499. 48 





The above table is only a suggested outline of what the tax should be; how- 
ever, we do believe it illustrates the principle of a graduated tax. The smaller 
the profit the less the tax rate should be between zero and $100,000 and we cer- 
tainly think there should be some kind of an exemption allowed. In the case of 
very small concerns, they certainly should not pay as big a rate as the larger 
ones. This will help them to grow and it also would encourage young people to 
go into business for themselves. Many people today hesitate to go into business 
for themselves because the incentive is not great enough. It is easier to go out 
and get a job at high wages than to try to run a business and the net result is 
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that in the future there will be less and less small businesses that are very 
much needed in our economy. 

Now, as to the other problems which are sidelights on the direct tax.situation, 
we believe that something should be done about estate taxes.. In the case where 
there are just a few partners or stockholders and one dies, we believe a rea'son- 
able length of time should be given the estate to pay their estate taxes. We 
know of many cases where businesses had to be sold just to clear up a tax situ- 
ation. As to whether a business is a partnership or corporation, a tax law 
should be enacted that is fair to either type concern. 

There have been many valuable suggestions made in the newspapers and by 
many prominent people of changes that should be made in the tax laws which 
will be helpful to the smaller corporations. We hope that the next session of 
Congress will give due consideration to all these very fine suggestions which 
will certainly help to stabilize the economy of the country. There should be no 
further delay in the enactment of a tax law which will help smaller businesses 
because at the moment our economy is on the down side. Employment in many 
small businesses is going down on account of lack of business. A new tax law 
will certainly help to stop the downward trend because it will not only help the 
country as a whole but will have a big moral effect on the minds of small-busi- 
ness men so that they will try harder to solve their problems with this help and 
the country will get the benefit of it. 

Mr. Renarp. I would like to refer specifically to the graduated tax. 

I believe that a graduated tax on smaller corporations is really im- 
perative. I think we have to—there has been so much talk here about 
smal] business expanding, but I think we also have to give a little 
bit of thought to the fact that small business has a hard time today 
even to stay, where they are. 

I happen to be in the white pine, mahogany, and hardwood busi- 
ness, and we service all the way from the little corporation or the man 
who just has a small business, cabinetmaker, to the very biggest. 

We are very proud we have people like General Motors, American 
Can, and General Electric, on our books. So we get a very good pic- 
ture of business as a whole. 

When our business goes down, we know th: ut the whole country is 
going down. When it goes up, we know the other is going up. - And 
we have found many of our smaller customers today are finding it 
very difficult to pay their bills. 

Some of that fault is their own, and some of them are taking a few 
too many trips to Florida, and they should leave their money in their 
business. But what they really need, they are not thinking of expan- 
sion, what they need is some kind of a tax help to be able to take care 
of their business, because let’s say 5 years ago they had to have an 
inventory, say, of $5,000, today that inventory may have to be $10,000, 
and they cannot seem to gain enough ground, just to keep on an even 
level. 

So the consequence is, a lot of them—and I hear that from all sources, 
are having trouble paying their bills, and they are even having trouble 
getting any kind of credit. 

Therefore, I think that the question comes down to some kind of 
a eraduated tax, and also some kind of a small exemption. But TI also 
think that if we take into consideration, let’s say, the first $100,000 
asa graduated tax, that it should also apply to big business. 

In other words, the whole corporate setup of the country should 
get some lower tax, a lower tax on the whole, on the first $100,000 
than they did from that point on, and I think it is very essential that 
the Congress of the United States give that some very clear thought. 

Then we have, of course, other considerations to think about. 
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As far as expanding their capital goes, I think if you give business 
some better break, a better break, on their first few thousand dollars 
they make, they are not going to be so inclined to take this out in the 
form of salaries. 

If they get some reduction like, say, an exemption of $3,000 on the 
first $3,000 they earn, they may leave that in the business, and I think it 
would be encouraging for them to do that. 

Many businesses now think, “Well, I pay 30 percent personally.” 
If you gave them a $3,000 exemption, they may leave that in their 
business, and which w ould help them grow. 

If we, the Congress of the United States, for example, cut the taxes 
on smaller businesses or on the first $100, 000 of earnings, and let’s say 
that they reduced it by $500 million, or whatever it “might be, over 
the next years to come, that is going to be $500 million that small 
business will not have to go to its bank and borrow, because they will 
have actually made it themselves. So it will take the presure off them 
borrowing all that money. 

The banks will not be bothered so much, and maybe we will ease 
up the tight-money situation. 

Of course, one of the things we hear about small business, which I 
think is a very good thing, and all of us have given it some thought, 
if small business gets together with other small business, and I don’t 
think there is a small business yet that has the possibility of combining 
with another business, you can make great savings. 

I know in our own ‘business, 2 or 3 of us talked it over, and we saw 
really big savings that way. But if you are going to force small busi- 
ness into combining to make them a little bigger, you are going to 
eliminate, and we found it out ourselves, that you could eliminate a 
lot of employees, and there you are going to go into a question of 
unemployment. 

I think what we should do, what the Congress should do, though, 
is really give this graduated tax schedule a real heavy thought to 
make it possible for small business to help itself. 

Senator Javits. Senator Saltonstall, any questions / 

Senator SartonsTatt. It is a statement rather than a question, Mr. 
Renard. 

It seems to me that that is the problem that we hear from every 
side, and just how to do it practically, whether it should be in the 
form of graduation or in the form of holding back some of the earn- 
ings where it goes into the expansion of the business, or what-not. 
or an estate tax, is the question of the way of doing it. 

Mr. Renarp. Taxes are a pretty complicated business, but I do 
believe this: That you cannot just say, “Well, we will allow them to 
have a lot of depreciation for expansion purposes.” 

But there are many small businesses not expanding. What they 
really need is more money to run the business as it is. 

Senator Javrrs. Mr. Renard, I had one question I would like to ask 
you: 

Assuming that what you premise your testimony upon is the need 
of small business for capital financing, which you feel can be gotten 
out of a different tax policy, would you say that if sources of loans 
for small business or even stock flotations could be eased up, that that 
would do small business even more good than a better tax structure? 
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Mr. Renarp. I doubt it. I doubt whether you could float loans or 
sell stock unless you sold it at a terrific discount. It is what we call 
risk money, and we hear a lot about risk money. 

But when you find the fellow with the risk money, he goes in and 
buys AAA-1 stocks. That is where most of it ends up. 

But there is this: If you make small business earn better, make 
more money, he can go to his bank with his statement and say, “Look, 
John, look at this statement here. I need another 10.” 

But if it comes down, and he walks into his bank and he has only 
made a pittance there of money, he will say, “Well, I am awfully 
sorry.” 

You cannot blame the bank. They have other people’s money they 
have to take care of. But if he shows a good statement, and you help 
him bring up that statement by a better tax system, he will be on 
his feet and you will not have all this borrowing going on. 

Tight money is because so many businesses today need money. If 
they had it of their own, you can read the paper today, and General 
Motors and all of them are putting out millions of dollars’ worth of 
loans, but the little fellow just does not know where to get it at all. 

Senator Javrrs. Thank you very much, Mr. Renard. We certainly 
appreciate your appearance and testimony. 

Our next witness is Harold J. Shamberger, of the New Jersey 
Manufacturing Association. 

Mr. Shamberger, will you give us your position with the association ? 

Mr. Suampercer. I ama staff member of the association, Mr. Chair- 
man. 

Senator Javirs. You appear here on its behalf ¢ 


Mr. SHAMBERGER. On behalf of its members; yes, sir. 
Senator Javrrs. The statement will be considered part of the 
record, and you may proceed. 


STATEMENT OF HAROLD J. SHAMBERGER, STAFF MEMBER OF THE 
NEW JERSEY MANUFACTURERS ASSOCIATION, TRENTON, N. J. 


Mr. SHampercer. Yes, sir. The address of the association is 363 
West State Street in Trenton, N. J. 

The New Jersey Manufacturers Association is a statewide employ- 
ers’ organization with nearly 10,000 members in all business cate- 
gories, small, medium, and large. More than three-fourths of these 
fall within one of the definitions of “small business.” 

The association notified member firms of the hearings to be con- 
ducted by this committee, and the opportunity they afforded individ- 
uals to make known their views and recommendations on matters re- 
lating to Federal taxation on smal! business. 

Some have been scheduled to testify in behalf of their respective 
companies, but many others who for various reasons were not in a 
position to appear personally, urged that their views be presented to 
the committee by this association. 

Essentially this brief is a composite of individual recommendations 
and suggestions being presented by the association as service to those 
particular members. 

Generally, the comments and suggestions revolve around a central 
theme: that dog busmess and remaining solvent is becoming increas- 
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ingly difficult each year. Especially critical is the task of meeting 
current financial obligations while attempting to provide necessary 
capital facilities. 

A number express grave concern about the difficulty being encoun- 
tered in securing financial assistance from outside sources, and be- 
eause of this an extremely heavy drain is being placed on profits. 

This is especially true, they state, during a period of rising prices 
when the cost of new machinery and the expansion of other physical 
facilities exceeds depreciation allowances by one-half to two-thirds. 
This requires cash—cash from profits. 

Additionally, they find that they are required to carry larger inven- 
tories, and larger accounts receivable, which again require cash— 
eash from profits. 

In order to remain competitive, to grow, and in some instances to 
survive, they must develop new products and new methods which 
again require cash. These increasing financial burdens capped 
by high Federal tax rates and increasing State and local tax obliga- 
tions leave little room for growth, and little incentive, some feel, for 
remaining in business. 

Few ask for little more than an opportunity to survive, to expand 
and to remain competitive in the best traditions of a free economy. 
Most desire only an understanding of their basic problems and ask 
for nothing more than an opportunity to help themselves. 

Yomments received from small businesses follow a general pattern 
ef suggestions for tax relief. They include: 

1. Some form of basic tax exemption to permit reinvestment for 
— purposes. 

. Move upward the level at which surtax rates are imposed. 

3. A graduation of the present Federal income-tax rates within 
present limits. 

If any or all of these should be adopted, many firms feel that they 
would find themselves in a better position to acquire the cash which 
is becoming increasingly necessary. 

While such selected relief would go far in assisting small incorpo- 
rated businesses, it would have no effect on propr ietorships and p art- 
nerships which comprise the overwhelming majority of small busi- 
nesses. 

Comments from individuals conducting businesses in these cate- 
gories feel that only a general downward revision in tax rates can ef- 
fect the kind of relief which is needed. Most are aware that any con- 
sideration of tax reduction must necessarily be conditioned by revenue 
requirements of Federal spending agencies, primarily those which are 
sensitive to the prevailing international climate. 

Senator Javits. Would you allow me to interrupt you ? 

I notice we have a very distinguished visitor, and the committee is 
delighted to welcome the United States attorney for the southern dis- 
trict of New York, Mr. Paul Williams. He is going to leave and I 
wanted to acknowledge his presence. 

(Discussion off the record.) 

Senator Javrrs. You may proceed, Mr. Shamberger. 

Mr. SHampercer. On the other hand, several members express 
considerable doubt about the chances for tax relief in the foreseeable 
future. They are cognizant of the President’s views regarding tax 
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reductions brought about by adjustments in the corporate tax struc- 
ture. 

Such selected relief, the President has stated, would discriminate 
against other groups which also are taxed at high rates and would 
be required to assume an even higher burden. 

Prospects for tax relief, these members contend, can only be brought 
about by controlling expenditures, and by the exercise of forbearanc e 
on the part of many in demanding new services and the extension of 
others. 

They note that while some effort is being exerted to reduce Federal 
spending, only about half of the recommendations of the Hoover Com- 
mission have been implemented, leaving many others with prospects 
for savings totaling billions of dollars annually still awaiting action 
by the Congress. 

One of the tenets of the American tradition has been the oppor- 
tunity for small business to take root, to prosper, and to grow. While 
big business makes important contributions to our Nation’s economy, 
it is significant that today more than 97 percent of the 4,300,000 busi- 

ness establishments in this country have 50 or fewer employ ees. 

Thus in this era of a rapidly expanding population and growing 
economy, the continued prosperity of small business is a matter of 
vital concern. The Nation must look to small business for the new 
jobs necessary to sustain this growing population and many of the 
services and manufactured products “that will be required in the 
future. 

Excessive taxation must not be permitted to throttle the normal 
and necessary expansion of small business which is the backbone of 
our Nation’s economy. 

We realize that the committee desires to hear various points of view 
concerning Federal taxation of small business, therefore this presen- 
tation has been kept. brief. 

In order to conserve time, excerpts from several communications 
which we have received are submitted for the record. It is hoped 
that this type of presentation will provide the committee with a more 
comprehensive view of the problems facing individual small busi- 
nesses. 

(The excerpts referred to follow :) 


EXHIBIT 24 


All types of small business, viz; corporations, partnerships, and proprietor- 
ships should participate in this relief. An exemption from tax of a reasonable 
amount (let us suggest $25,000) would enable small business to fortify their 
financial position and to provide tax-free income to be used for capital re- 
placements and extensions. 


We would like to add our opinion on what is needed in a general way for tax 
relief for small business. 

1. A higer exemption rate for the small business before it reaches the maximum 
tax bracket. 

2. Allowing small businesses to retain at least two-thirds of their earnings 
within their capital structure without being forced to distribute and expose 
themselves to double taxation. 

8. Allowing small businesses an accelerated program for the writeoff of new 
machinery. 

4. Equalization for bargaining positions between big unions and small busi- 
nesses. 
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We feel the Senate committee would render an invaluable service to the 
smaller segment of small business if it were possible to reduce the 30 percent 
income tax up to the point of $25,000. We also think it would be a vital con- 
tribution if it would be possible to enact into law a faster writeoff rate for de- 
preciation on improvements made to plant and on the purchase of new plant 
equipment. 


The only way small business can progress is by the reinvesting of their earn- 
ings in the business. When you pay 52 percent of $25,000 of earnings to the 
Government, you only have 48 percent on which to operate. 





Another tax relief for small business, would be the raising of the limitation 
of $60,000 before the Government asserts the penalty tax on the improper accu- 
mulation of surplus. What business today can expand with a limitation of $60,000 
tor surplus? Some businesses are being constantly harassed if they do accumnu- 
late surplus and certainly this limitation of $60,000 should be raised to at least 
$200,000 in order to be realistic. 





It is small business that finds it extremely difficult to pay the income tax re- 
quired by law for they are not sufficiently liquid to do so. We feel perhaps this 
size small business requires relief more than any other type. 


As a suggestion, if a sliding scale of income tax could be worked out, from 
perhaps increments of 10 (from approximately $5,000—$10,000 to $40,000— 
$50,000) then revert to the 52 percent tax, it might be more equitable. 





Late tax payments in slow income periods overtax small-business men with 
too high rates. As long as a firm is conducting business they should be extended 
credit on taxes. Depreciation is too slow for small-business men to allow them 
to increase their potential. Maximum depreciation should be allowed on bracket 
spending, say 100 percent on first $1,000, 80 percent up to $5,000, 75 percent up to 
$20,000, or as small-business men see fit to bracket their business yearly. 

1. There should be some form of complete small-business tax exemption on a 
certain amount of base profits before any tax takes place, just the same as in the 
individual form of income tax. Whether that amount is $5,000, $10,000, or a 
$15,000 base exemption is beside the point. The equitable thing is that some 
form of base exemption be granted. 

2. There should be a graduated scale of income tax above that base exemption, 
graduated similar to the individual tax rates, up to a $100,000 profit before the 
full 52 percent rate takes effect. What these increments should be can be 
easily determined by the Committee on an equitable basis. 


We would be heartily in favor of a lower taxation designed to aid small busi- 
ness—the proposed lower tax up to $25,000 per year profits, not only because 
profits are small these days, but what profit we do get is largely taken away from 
us. Here we are at the point of considering building a new place, and with tax- 
ation so costly, and reinvestment of our protits so difficult, we hardly know when 
we are going to be able to get on with it. 


It occurs to me that small business should be allowed a deduction of $5,000 
from profits earned in any 1 year, and before being liable for any income tax 
paid the Government. 


We are definitely of the opinion that something has to be done so that small 
business gets a tax relief. Under the present tax law, it is practically impos- 
sible to accumulate enough surplus to modernize our plant, especially con- 
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sidering the fact that with automation going on, machinery becomes obsolete 
more quickly. 


We would suggest that small business is taxed 20 percent for the first $25,000, 
30 percent for the second $25,000, and at the regular rate of 52 percent for the 
balance. 

We are extremely concerned about the double taxation to which a small or 
family-owned business has always been subjected. It is our contention that 
owners of such small family corporations should be exempted from paying income 
tax on dividends received from their company which is most certainly a form 
of dual taxation. 

In our small corporation it is shocking to note that the total income taxes 
paid by the officers and the corporation are almost as much as the net moneys, 
including salaries and dividends, received by the officer-owners. 


There is only one safe way that a small company can grow. It involves 
ploughing back earnings into the business to take care of modernization and 
expansion. Fifty-two cents of every dollar has to be paid to the Federal Govern- 
ment for taxes—even if no dividends are declared—there is no room left for 
modernization or expansion. For the most part, there is an expansion of accounts 
receivable and inventory. This may take all of the remaining 48 cents. 

The system adapted by the Income Tax Division the last few years to obtain 
quicker collections, namely, 50 percent of the tax at the time of filing a return 
and the balance 3 months later—accentuates the cash problem, particularly 
for small business. 

Therefore, it is my belief that on earnings up to $500,000 per annuin, the maxi- 
mum tax be 45 percent. 


We are in a competitive business, where 7 percent gross profit on sales before 
taxes is very good—but after taxes if we have a good year have only 4 percent 
net profit. A good year—expanded sales, etc. 

Out of this 4 percent we must finance operations, pay off the mortgage, buy 
new equipment, etc., and, oh, yes, pay dividends. As a matter of fact, we haven’t 
paid a dividend in 30 years. Every penny has gone back into the business. 

And it is of small use to us to provide loans. Eventually loans must be paid 
back out of cash from profits and there well may be years without profits. 


—— 


As you well know, the most glaring inequity today is the inability of busi- 
ness to charge off improvements to plant and thus continue the expansion so 
necessary to the continuation of prosperity. 


Under the present structure, we find that it is impossible to set the necessary 
moneys aside for expansion and new equipment. Our initiative is curtailed 
due to the fact that we are facing this tax load. 


It is my belief that the income of corporations should be subject to a gradu- 
ated tax in the same manner as the income of individuals with the top bracket 
no higher than the present 52 percent. In this way the smaller corporations 
would enjoy a measure of tax relief because their income would be in the lower 
tax bracket. 

I also earnestly believe that all dividends paid by corporations should be de- 
ductible from taxable income in the same way as interest. This would enable a 
corporation to pay higher dividends without too serious a strain on its capital 
structure. A substantial part of the revenue lost through this corporate deduc- 
tion would be recovered because payment of increased dividends would be subject 
to tax to stockholders. The higher income would hit higher brackets, thus 
recouping a good part of the losses sustained through this tax relief. 
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It has always been my feeling that taxes on small business should be based 
on the gross income as it is well understood gross income normally reflects 
the potential earning powers of any business and the scale should be based in 
such @ manner so that the tax burden that we all must share would be of such 
a nature so as to permit an opportunity for the smaller business to advance 
through the years in a growth factor as opposed to the current deterrent which 
is the high tax rate. 


We would like to call your attention to the fact that under the present Federal 
taxation it is most difficult for small businesses, as this company, to accumulate 
funds for the replacement of production facilities when the rate of taxation 
is so high and the rate of depreciation is too low. 


As you well know, small corporations do not have access to long-term loans, 
nor to capital as a result of sale of stocks or bonds, etc., and the principal 
source of capital for reinvestment is profits. Present rates of taxation make 
it a practical impossibility for a small firm to grow or remain competitive. 


As you probably well know, with operating expenses and labor costs at their 
high level today, it is hard for the small man to come up with a profit at the 
end of the year, then, when Uncle Sam takes his cut, it leaves very little for us 
to’ spend on furthering our business operation. ‘To get capital to increase the 
scope of a small business is difficult; also, with profits dwindling as they are in 
these times and taxes increasing, where do we come up with the financial ability 
to get bigger. 

I think the smali-business man should be allowed some tax relief provided 
moneys saved are earmarked to further the growth of small business. 

Our concern is one of the many small manufacturers who, because of their 
small base, are subjected to heavy taxation which impedes expansion efforts 
which might normally have occurred if those funds now going for taxes could 
have been used for growth. This, coupled with an inequitable depreciation 
schedule, is making it more difficult monthly to compete. 


The greatest source of irritation to me personally is that provision of the 
tax law which provides that the corporation must pay a tax on its earnings 
and upon distribution of the balance, the recipient must also pay a tax. 


The present tax structure wherein 52 percent of all profits over $25,000 are 
taken by the Government is a very serious hindrance to the growth of small 
businesses. 

Because of the very high tax rates businesses like our own are unable to 
build up a cash reserve that may be used to retain personnel in the event of 
a drop in business activity even though that lack of business may be only a 
temporary condition. In order to conserve capital we must, at the first sign 
of a decrease in business, release employees whom we would prefer to keep 
on the payroll until there was an increase in production requirements. 


I would like to comment that it seems that initiative is being killed for small 
business particularly by the current tax problem. Frankly, both our own organi- 
zation and many like us can see that there is a law of diminishing returns at 
which it does not pay to work any harder or give jobs to any more people 
because the net return on both the investment, energy, and headaches are simply 
not worth while. 


We have found the extension of time to April 15 for income-tax preparation 
was a great boon to our clients. We find, however, it is an almost impossible 
task to prepare the payroll tax forms (941, 940, W383, W2, UC27B) by January 
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31. Our office force has to work overtime for the full month under terrific 
pressure which is detrimental to their heath. sad weather (January) for 
even a few days means our accountants cannot obtain the necessary records. 
They are forced to travel on roads that are a definite safety hazard. 

An extension of even 2 weeks’ time would be of assistance in this matter. 


Regarding the tax on small business, we feel, that the greatest injustice at 
present is due to the fact that about half of our bookkeeping is for the Gov- 
ernment. In our own plant it actually calls for the service of an extra girl. 

Senator Javirs. Thank you, Mr. Shamberger. 

Senator Saltonstall, any questions ? 

Senator SauronsraLu. No questions. 

Senator Javirs. Thank you, Mr. Shamberger, very much. We ap- 
preciate your appearing and letting us have the views of the asso- 
ciation. 

Our next witness is Mr. Sanford L. Schamus of the West Side 
Chamber of Commerce of the City of New York. 


STATEMENT OF SANFORD L. SCHAMUS, COCOUNSEL, WEST SIDE 
CHAMBER OF COMMERCE OF THE CITY OF NEW YORK, INC., 
NEW YORK, N. Y. 


Mr. Scuamus. My address for the record is 777 West End Avenue. 

I am appearing as cocounsel to the West Side Chamber of Com- 
merce of the City of New York, Inc., which represents the business 
community on the West Side of Manhattan, New York C ounty, be- 
tween Columbus Circle and 125th Street, and from Central Park West 
to the river. 

Senator Javrrs. Mr. Schamus, your full statement will be incor- 
porated in the record, so you may proceed as you will. 

Mr. Scuamvs. In this area, there are—nobody seems to know, there 
never has been a census which is accurate because of the constant 
changes, as small-business men go bankrupt and others go into the 
area. But the estimate of the police department is about 5,000 indi- 
vidual enterprises in this relatively small physical segment of 
Manhattan. 

There are approximately 500,000 people living in the same area. The 
business enterprises we represent are usually to be found on Broadway 
or Amsterdam Avenue, and they are usually very small enterprises 
indeed. 

There is not doubt they are all, from the smallest to the largest, 
within the segment of interest to this committee as small business. 

The majority, the great majority of individual enterprises, individ- 
ual proprietorships, is too limited in scope to have any employees other 
than members of the immediate families of the proprietors. The 
average proprietor barely makes ends meet, in this day of high costs 
and all that goes with it. 

This is one  seement of the economy from coast to coast, which rarely 
receives attention from theoretical economists. If I may say so, rarely 
has it received specific attention in any prolonged fashion from the 
Congress. That is understandable. 

The small retailer, who is not a member of a national nisiciehaniosh 
of similar retailers, has nobody to represent his point of view. If he 
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is a druggist, if he is a liquor dealer or grocer, he is effectively repre- 
sented in Washington. 

Suppose he is the proprietor of a specialty shop, a shoemaker, a 
dozen other types of service enterprises; he, too, has needs to be met 
by the tax policy of the United States, and nobody effectively repre- 
sents his point of view. 

He himself has no point on view on these matters, and the result : 
dead silence, unless he is heard through a body like ours, which w 
recently formed 4 years ago in the attempt to represent an area which 
has been on the economic dow ngrade for years. And we are attempt- 
ing, of course, to reverse the process, and we hope with Lincoln Square 
and all the rest to do so. 

. We think, however, we are typical of a situation that goes right 
across the country, and, therefore, : was instructed to appear here 
on behalf of a group which, well, we are not a very strong organiza- 
tion, but we want to be heard. 

The relief of small business is a very large subject. 

In general, we believe tax relief is absolutely necessary, if this indis- 
pensable segment of the national economy is to function effectively in 
the future. 

We believe the form of relief should not be overall rate reduction, 
should not be increase in personal exemptions, should not be reduction 
in corporate tax rates. 

We think that special relief, carefully molded for the needs of small 
business, is obviously indicated, and we hope that the work of this 
committee will produce that result. 

A number of different proposals have been made in the preceding 
hearings of this committee. None of them meet the requirements of 
the typical member of our group, none of them. Accordingly, in my 
formal statement we indicate a negative attitude. However, that does 
not mean we disapprove of them because they do not cover us, that 
is not the point. 

Affirmatively, we think that each of these proposals is fatally defec- 
tive, and if the committee wishes, after I conclude our affirmative 
presentation, which will not take very long, I would like to come back 
to that subject. 

Affirmatively, we favor a very specific attitude in the framing of 
tax policy by the Congress. The philosophy of government on which 
our attitude is based can be very simply stated. 

We believe in what has been bandied about in politics, we believe 
in it really, a government of law, we believe in private enterprise 
under the Constitution, and we do not, at the same time, advocate 
any lessening of government interference in the market place, where 
antitrust matters are concerned, because we think those are very 
consistent. 

We believe in thoroughgoing enforcement of the Sherman Act, 
Clayton Act, Robinson-Patman Act, and all the rest. 

At the same time, we think that the tax laws should be considered 
with reference to that area, and we further think they are in need of 
fundamental revision on a large scale. 

For many years the tax laws of this countr y have reflected in hap- 
hazard fashion prevailing political philosophies of those in temporary 
power at the time of each molding of a tax revision, with the result 
that a hodgepodge has been built up over the years since 1913, and if 

















TAX PROBLEMS OF SMALL BUSINESS 539 


you took individual sections it would be easy enough to show they 
represent diametrically opposing points of view of social policy in the 
same act, with the result that in the impact on enterprise you have 
peculi: ir results, unforeseen at the time of original enactment of the 
income-tax laws under the constitutional amendment. 

Sometimes no policy at all that is discernible is involved. To my 
knowledge of the speaker, there never has been a comprehensive pres- 
entation to the Congress of the United States of the fundamental 
considerations of tax : poliey. In other words, we feel this is the time 
for an American equivalent of a British Royal Commission in this 
field, that is what we are talking about really. 

Now, we are talking here today about what is a small business. 
We have not really defined it. If you are talking about manufactur- 
ing, well, in the textile field, at one level of the ‘textile industry, the 
small business may be many times larger than the largest concern at 
a different level of the same industry. 

Therefore an institutional approach is needed in terms of the in- 
stitutions which occ supy a given area in our economy. 

Certainly in the aluminum industry, for example, a smal] producer 
is a very large animal indeed. I do not need to mention any names, I 
am sure, 

Here, we are talking in my presentation about the small] retailer : 
the other end of the economic spectrum. If he has good legal advice 
and can afford to pay for it, he will probably end up with a little 
corporation, despite the high tax rates, and he will do Seninete under 
a corporate name because of the limited liability aspects of his affairs. 

He may have a partnership agreement, it may be a general « 
limited partnership agreement, and he will do business under the co 
name and style of Blank & Co. If he is weak enough, and most of 
our men are, and we make no bones about it, if he is an individual 
proprietorship he has to be, he cannot afford anything else. 

We think, first, he should be permitted the choice of the form of 
enterprise. He should be permitted, he should not be foreed to choose 
his form because of the tax impact on him. 

Point 2, the impact of taxation should be the same in intensity, re- 
gardless of the form he has chosen from his own point of view, from 
his own interest. This is a difficult thing to achieve, we recognize 
that. If the average small retailer be too weak, he is doing to even- 
tually perish because of economic malnutrition, but he should not. be 
pushed a over the edge of that terrifying precipice known 
as bankruptcy or the equally voluntary adjustment for the benefit of 
creditors, by the t taxing power of the Federal Government. 

To go back to Marshall and, well, McCulloch v. Maryland, the 
power to tax is still not the power to destroy. all yet, in effect, 
this country today it is working out that way where small Saale 
is concerned. 

Our final point of view can be expressed this way: it is constitu- 
tional to distinguish between large and small business, for example, 
by a graduated corporate income tax. It probably is constitutional. 
I say “probably,” I am not sure it is, provided extreme care in the 
draftsmanship is taken, because otherwise the equal protection clause 
of the 14th amendment will be read into the 5th amendment, and you 
will have trouble as soon as somebody tests this sort of thing. 
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So far, we have seen proposals that you tax on a graduated basis 
according to net income. Well, in 1932, the United States Steel lost 
$50 million. We have to take that into account, and therefore, per- 
haps that is not the approach, if you are talking about a graduated 
income tax in the corporate form. I raise that question for what it is 
worth at this time. 

The guarantee of the Federal Constitution is that there shall be 
no undue favor in individual or class privilege, on the one hand, or 
hostile discrimination or inequality, on the other, despite the fact 
that the due process clause may be perfectly satisfied. 

This is something additional, and of course the cases are cited in my 
statement and I will not repeat them here. 

Accordingly, we propose affirmatively the following, that we use a 
special treatment for small business, along the classic lines of the 
original corporation statutes of Massachusetts, where an enterprise is 
limited in its capitalization, where it has a limited number of share- 
holders, where it has total assets of less than a given stated maximum, 
such corporation can be and has been, of course, in the past, in the 
law labeled a closed corporation or a family corporation. 

There are still in this country, like A. & P., some very large enter- 
prises that are family owned, that are not publicly financed, are not 
publicly owned, and therefore are closed corporations. And there- 
fore we suggest this limitation of size as well as the other. 

Now, the law has taken cognizance in other areas of the difference 
between a closed corporation and publicly owned and_ publicly 
financed corporations, and in my statement, of course, I go into that 
matter and I will not repeat it here. 

This being the case, the impact of taxation should not differ, regard- 
less of the form of enterprise. I go back to my original point. 

The individual proprietor or the partners of a statutory general 
or limited partnership should be able to resort to the corporate form 
with its limited liability protection, without suffering a penalty tax- 
wise which he has to suffer today. 

That is inequality working against small business for reasons that 
were not considered, apparently, at the time of draftsmanship of the 
original statute. 

Accordingly, we propose the following things: 

That a closed corporation defined specifically as a corporation with 
a capitalization not in excess of $100,000— I do not include, by the 
way, in that capitalization, I do not mean earned surplus, I mean 
capitalization—owned by not more than 25 shareholders, with assets 
not in excess of $1 million—I do not mean assets over liabilities, I 
mean assets—be treated separately in the Internal Revenue Code, in 
a separate section entirely, a separate chapter of the tax law, with a 
level of taxation such that an individual or a partner or a shareholder 
of a small business will be choosing his own form of enterprise and 
he will pay the same tax to Uncle Sam if he earns the same amount of 
money in this little area of his enterprise. 

That will be the result. He will choose whether he wants a small 
corporation or a partnership, limited or general, or remain an in- 
dividual proprietorship, because of his own needs in his own area, in 
his own business. Whatever it happens to be, there are always consid- 
erations, knowing his tax liability will be the same regardless of the 
form of enterprise. 
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Is that constitutional? I think the answer is “Yes,” for reasons that 
I give. 

“May I say in conclusion, leading writers on corporations have pic- 
tured for us economic and social results of remov ing the limitations 
on size that once obtained in every State of this Union on corporations, 
as late as 1860. There were limitations on the size and activities of 
cor porations, and the powers were vested in the managements exclu- 
sively only if the stockholders affirmatively acted with them. 

Today, size alone has been given to the giant corporations a social 
significance, not ordinarily attached to smaller units of private enter- 
prise. Through size alone, corporations that were once merely ef- 
ficient tools employed by individuals in the conduct of their private 
business, have become major social institutions. 

They have br ought a measure of concentration of economic power 
bey ond anything ¢ antic ipated in the middle of the 19th century at the 
time of the first so-called liberalization of the corporation laws, at the 
time of our enormous expansion through the railroad industry. 

The typical business corporation of 1857 in Massachusetts or New 
York was owned by a small group of individuals, was managed by 
its owners, was limited in size by their personal w ealth, 

Today, of course, that typical situation is supplanted by the huge 
concerns in which lives of tens or even hundreds of thousands, on the 
one hand, of investors, and, on the other hand, of workers are involved. 
They are subjected to the corporate mechanism to the control of a few 
men, corporate managers, endowed of course with enormous powers, 
that are powers as great today as when Berle & Means described 
them 20 years ago, and so vividly described at the same time by Justice 
Brandeis in the famous case of Liggett v. Lee Chain Store tax case 
in Florida. 

Your committee can help reverse that process before it is too late, 
and it is getting very late. 

[ am not talking. I hope, like a Canute at the edge of an English 
Channel. I firmly believe, many of us in New York do, that the future 
of a splendidly functioning American economy is bright indeed, pro- 
vided we do not have a further concentration of economic power in 
relative as well as absolute terms. 

It will not be turning the clock back for this Congress to build 
into the next revision of the tax laws protection for the businessman 
who wants to maintain his independence, who wants to stay an inde- 
pendent entrepreneur, not become an employee. He does not ask for 
favored treatment taxwise. He is asking for equal treatment in terms 
of the economic realities of the 20th century. 

In essence, we feel that the proposals embodied in this statement 
will give him the equality of opportunity to which I think we will 
all agree he is entitled, and we are confident, at least I am as their tax 
counsel, of the constitutionality of a statute so molded to achieve that 
result. 

Now, going back to what I said before about the 10 or 11 proposals 
that have come before this committee, most of which, I am fairly con- 
fident, were suggested with reference to manufacturing, small busi- 
nesses in the ms anuf: acturing areas of the economy. 

First, estate taxes. It has been suggested they be permitted to be 
paid in installments over a period of years. We do not favor that. 
For years we have had estate taxes at high levels. The economy is 
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adjusted to what once might have been viewed as a very inequitable 
thing. 

We do not want to change that. We think we have molded our 
institutions accordingly, and we want to keep it that way because 
we think when you change that, you will open up loopholes, you are 
bound to, we feel, as a matter of tax draftsmanship, and we oppose it. 

Secondly, we do not believe partnerships and proprietorships 
should be permitted an election to be taxed as corporations. They 
are not corporations, and once you start that kind of thing you can- 
not keep the loopholes closed. I do not think it can be done, tech- 
nically. 

Thirdly, on the use of alternative methods of depreciation of used 
property, we do not think that is important enough to have any firm 
opinion on it one way or the other. In limited areas, in limited i in- 
dustries, perhaps it would be helpful. We do not oppose it in the 
sense of strong principle, of course not. 

On using the election of an employee type of approach on qualified 
pension, profit-sharing, and stock-bonus plans, this is completely un- 
realistic where really small business is concerned, because they will not 
qualify anyway. In other words, you do not have enough people i in- 
volved to be under such a plan unless you are going to include in your 
draftsmanship cooperative pension trusts, cooperative bonus plans, 
which is a thought worth considering, I think, for an industry. 

But, other than that, a typical small-business man is an individual 
owner, and he has no employees to speak of, except his own members 
of his family, so how could he qualify ? He just would not qualify 
at all. 

Finally, a standard deduction for small business. Again, it is not 
a matter we want to discuss. It is not important enough, in our 
opinion, to be more than palliatory tax relief. 

As regards permission to deduct for additional investment, that is 
important. I am not sure that additional investment should be 
treated merely through the tax angle, because there is a lot more 
involved. It involves access to equity markets, and whether small 
business, even of the large size of manufacturing, is big enough to go 
to the equity markets counter successfully, without paying too much 
for the sale of public stock through the usual process, is doubtful. 

It seems to me, again, a cooperative problem, a cooperative ap- 
proach might be desirable for this reason: In the very much larger 
area of railroads, the president of the Pennsylvania Railroad has re- 
cently suggested in essence a grouping together of the great eastern 
railroads, with an underwriting by the Federal Government on a 
standby basis for the purchases annually of equipment under the 
equipment trust approach. 

He says that individually even the Pennsylvania Railroad will not 
be able in the next 10 years to pay for its equipment in the usual way 
by the sale of equipment trust obligations. 

What he is really saying is he cannot sell the obligations in his 
opinion on the future outlook. He is afraid for the railroad industry. 
What he is asking for is to help them on a standby basis. I am not 
even sure it is socially acceptable, but I raise it here. 

Finally, increased exemption of corporate surtax, we think that is 
highly undesirable, and we think the reduction of the corporate nor- 
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mal tax is highly undesirable. We think the rate should be as high 
as it is now. 

We do not believe in the corporate graduated base. We think the 
corporate should be as high as necessary to produce income to the Fed- 
eral Government to support its present budgetary needs, and as those 
needs may decline, then, and only then, should we consider reducing 
the level of rates; but then in terms of major policy, not in terms of this 
kind of a policy. 

Senator Javirs. Thank you very much, Mr. Schamus, for your state- 
ment and your very interesting 1 recommendations to the committee. 

Senator Saltonstall. 

Senator SarronsraLy. Mr. Chairman, I would simply say this. 

Mr. Schamus, you know there was the first general tax revision 2 
or 3 years ago ‘ 

Mr. Scuamvs. I am quite aware of that. 

Senator SarronsraLy. And of course these problems were con- 
sidered then. Whether we could have another general tax revision 

Mr. Scuamus. I am not proposing a general tax revision, { am pro- 
posing before we do anything else we think through the major policy 
provisions which I do not think were thought through. 

It was mereely a matteer of draftsm: anship to close loopholes, and 
the whole contention, judging from the hearings before the House 
and Senate on what turned out to be the Federal code, turned out 
to be that sort of thing. 

Nowhere was any such study made of the whole tax policy such as 
proposed by the TTNEC, nowhere was it ever done. I do not believe 
since 1913 have we had a series of experts testifying before a Senate 
or House committee on the considerations of tax policy as matters of 
public finance. I do not recall any such thing. 

That is what I am talking about. 

Senator Javirs. Thank you. 

I think we have your points quite clearly in mind. You are focus- 
ing it on the small-business field. You represent small-business peo- 
ple, and I assure you I find it very interesting. And we shall give it 

very sincere « ‘onsideration. 

Mr. Scuamus. Thank you very much. 

Senator Javits. Thank you. 

(Mr. Schamus’ prepared statement follows :) 


PREPARED STATEMENT OF SANFORD L. SCHAMUS, ATTORNEY AT LAW, ON BEHALF OF 
West SIDE CHAMBER OF COMMERCE OF THE CITY OF New York, INC., or WHICH 
Mr. ScHAMUS Is COCOUNSEL 


If it please the committee, my appearance is on behalf of the West Side 
Chamber of Commerce of the City of New York, Inc., of which I am cocounsel. 
This organization represents the business community in the area of New York 
County, running from Columbus Circle to 125th Street, and from Central Park 
to the Hudson River. There are nearly 5,000 business enterprises in this entire 
segment of New York City, serving nearly 500,000 residents. Most of these 
enterprises are situated in a continuous line on both sides of Broadway, except 
in the Columbia University area. They all, without exception, share one basic 
characteristic—there can be no doubt that any given enterprise comes under the 
description of “‘small business.” Indeed, more than 95 percent of them are retail 
enterprises. Indeed, the great majority are individual enterprises, too limited 
in scope to have any employees other than members of the immediate family of 
the proprietor. The average proprietor barely makes ends meet in this day of 
high costs and of mountains of paperwork descending on him from Federal, 
State, and city authorities. 
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I am sure that the members of this committee are well aware of the plight 
of small-business men generally. But one segment of our national economy 
rarely receives much attention from the analytical economist or from—if 
I may be permitted to suggest it—the legislators who conscientiously attempt 
to meet the crucial problems of a mature but still rapidly expanding national 
economy. I am, of course, referring to the small retailer who is not a member 
of.a national association of similar retailers who can and do effectively repre- 
sent his point of view. If he is a druggist, a liquor dealer, or a grocer, he is 
effectively represented. But, suppose he is a proprietor of a specialty shop, or 
of a shoemaking and shoe-repairing enterprise, or of a dozen other types of 
service enterprises needed to meet the requirements of an area the size of 
a goodly number of our cities? He is not heard, unless it is through a chamber 
of commerce. Ours is a newly functioning body, barely 4 years old. We ask 
that our views be considered on their merits. We firmly believe that the situa- 
tion in which our members find themselves is essentially the situation across 
the Nation. 

Tax relief for small business is the subject. 

First, we do believe tax relief is necessary if an indispensable segment of our 
national economy, retail trade, is to function effectively. 

Second, we believe the form should not be overall rate reduction, or in- 
crease in personal exemption, or reduction in corporate rates, but rather 

Third, in the form of special relief designed for small business. Many 
suggestions for such relief have been proposed. 

Fourth, we do not believe that estate taxes should be permitted to be paid in 
installments over a period of years. 

Fifth, we do not believe partnerships and proprietorships should be per- 
mitted election to be taxed as corporations. 

Sixth, we do not believe taxpayers should be permitted the use of alternative 
methods of depreciation under section 167 of the Internal Revenue Code (used 
property). 

Seventh, we do not believe a proprietor of an unincorporated business should 
be permitted an election to be treated as employee under qualified pension, 
profit-sharing, or stock-bonus plans. 

Eighth, we do not believe that graduated corporate tax rates would be either 
desirable or constitutional. 

Ninth, we do not seek permission for election of a standard deduction for 
small business. 

Tenth, we do not seek permission to deduct for additional investment during 
a given taxable year. 

Eleventh, we do not believe an increased exemption of corporate income 
subject to surtax would be desirable. 

Twelfth, we do not consider reduction of the corporate normal tax desirable. 

f we do not agree with any of these, what do we favor? 

At the outset, let me state the philosophy of government on which these at- 
titudes are based. We believe in a government of law, not of men, and, there- 
fore, we are firm advocates of private enterprise under the Constitution of 
the United States. We certainly do not advocate any lessened degree of 
governmental interference in the market place where antitrust statutes are 
concerned. Of course, we believe in enforcement of the Sherman Act and 
all the rest. But we do think that the tax laws are in need of fundamental 
revision. For many years the tax laws of the United States have reflected, in 
haphazard fashion, the prevailing political philosophies of those in temporary 
power. A hodgepodge has been built up, and frequently individual sections 
of the Internal Revenue Code can be viewed together with horrendous results 
they may represent diametrically opposing social policies, and, of course, 
sometimes no policy at all. 

To the knowledge of the speaker, there never has been a comprehensive presen- 
tation to the Congress of the United States of the fundamental considerations 
of tax policy. And, where so-called small business is concerned, I am confident 
that this committee is aware of the fundamental confusions in this field. When 
you talk about manufacturing, what is a small business? In the textile field, 
at one level a small concern may be many times larger than the largest concern 
at a different level. An institutional approach is needed—in terms of the eco- 
nomie institutions which occupy a given area. Certainly, a small producer in 
the primary end of the aluminum industry is a large animal indeed. Need I 
mention names? I am here today to represent the average small retailer. If 
he has good advice and can afford it, he has a little corporation and he does 
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business under the corporate name. Or, he has a partnership agreement, general 
or limited as the case may be, according to his needs, and does business under 
the firm name and style of Blank & Co. Or, finally, his weak economic situation 
compels an individual proprietorship. 

Point 1: He should be permitted the choice of the form of enterprise. 

Point 2: The impact of taxation should be the same in intensity, regardless of 
the form of enterprise. 

Point 3: If the average small retailer is too weak, he will perish of economic 
malnutrition. But, he should not be pushed inexorably over the edge of that 
terrifying precipice known as bankruptcy or voluntary adjustment for the bene- 
fit of creditors by the taxing power. “The power to tax is not the power to 
destroy” (McCulloch v. Maryland, 4 Wheaton 316, 4 L. Ed. 579, and cases fol- 
lowing). 

Point 4: It is constitutional to distinguish between large and small business 
in tax treatment of the economic results of enterprise, but only if the statute be 
drafted with extreme care. Else the law will fall under the prohibitions of the 
equal protection clause of the 14th amendment (whose substantive content has 
been imported into fifth amendment cases involving Federal as distinguished 
from State cases. The guaranty in this clause was aimed at undue favor and 
individual or class privilege, on the one hand, and at hostile discrimination or 
the oppression of inequality, on the other hand. It sought an equality of treat- 
ment of all persons, even though all enjoyed the protection of due process of law 
(Van Devanter, Judge, in Lindsley v. Natural Carbonic Gas Co., 220 U. S. 61, 
78-9, 55 L. Ed. 369 (1911) ; Barbier v. Connelly, 113 U.S. 27, 32, 28 L. Ed. 923: 
Hayes v. Missouri, 120 U. 8. 68, 30 L. Ed. 578; Truaz v. Corrigan, 257 U. S. 312, 
331, 66 L. Ed. 254 (1921) ; Quaker City Cab Co. v. Pennsylvania, 277 U. S. 389, 
406, 72 L. Ed. 927 (1928) ). 

Accordingly, we submit the proposal that special treatment be afforded along 
the classic lines of the original corporate statutes. Where an enterprise is 
limited in is capitalization, has a limited number of shareholders, and has total] 
assets of less than a given stated maximum, such corporation can and has been 
labeled a “close corporation.” Of course, there are some very large enterprises 
which are not publicly owned or publicly financed and therefore are tecbnicaliy 
close. Hence the proposed addition of the limitation of size. 

The law has taken cognizance of the existence of the close corporation and the 
necessity of different treatment under the corporate statutes. Consider the 
famous New York Giants’ case (McQuade v. Stoneham & McGraw, 263 N. Y. 
328, 189 N. E. 234 (1934)) where the fiduciary obligations imposed upon ma- 
jority and dominant shareholders are severe. Indeed, it has been proposed 
here in New York that the New York corporation iaw be amended to separate 
the close corporation from the publicly financed and publicly owned corporate 
enterprise (Winer, Proposing a New York “Close Corporation Law,” 28 Cornell 
Law Quarterly 313). See also Dodd and Baker, Cases on Business Associations, 
254-259 (1940) ; Rutledge, Significant Trends in Modern Incorporation Statutes, 
22 Washington University Law Quarterly Review 305; Rohrlich, Corporate Con- 
trol, chapter 8, pages 214-215. The weight of authority upholds an agreement 
among the shareholders with reference to the joint management of a close cor- 
poration by its owners so that it may be conducted much like a statutory partner- 
ship (Ballantine, On Corporations, pp. 423-424 (1946) ). 

This being the case, surely the impact of taxation should not differ, regardless 
of the form of enterprise. And the individual proprietor or the partners of a 
statutory general or limited partnership should be able to resort to the corporate 
form, with its limited liability protections, without suffering a penalty taxwise. 
Accordingly we propose that a close corporation, being defined as a corporation 
with a capitalization not in excess of $100,000, owned by not more than 25 share- 
holders, and with assets not in excess of $1 million, be treated separately in the 
Internal Revenue Code, with a level of taxation such that an individual or a 
partner or a shareholder pays the same tax to Uncle Sam. 

If the committee, in the exercise of its legislative powers, feels this approach 
be worthwhile, I should be glad to submit technical studies to its tax counsel in 
support of the views expressed. 

In conclusion, may I say this. Leading writers on corporations have pictured 
for us the economic and social results of removing all limitations on the size and 
activities of business corporations and of vesting in their managers vast powers 
once exercised by stockholders. They show that size alone has given to the 
giant corporation a social significance not attached ordinarily to smaller units 
of private enterprise. Through size corporations, once merely efficient tools 
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employed by individuals in the conduct of private business, have become insti- 
tutions. These institutions have brought a measure of concentration of eco- 
nomic power beyond anything anticipated in mid-19th century. The typical busi- 
ness corporation of 1857, owned by a small group of individuals managed by the 
owners, and limited in size by their personal wealth, is being supplanted by huge 
concerns in which the lives of tens or even of hundreds of thousands of investors 
are subjected through the corporate mechanism, to the control of the few men 
who are the corporate managers so vividly described by the late Mr. Justice 
Brandeis in his classic dissent in the chainstore tax case, Liggett Co. v. Lee 
(288 U. 8. 517, at 557 et seq., 77 L. Ed. 929 (1933) ). 

Your comittee can help reverse that process before it is too late. I am not talk- 
ing, I trust, like a Canute at the edge of an English Channel. I firmly believe— 
as many of us in New York do—that the future of a splendidly functioning Ameri- 
can economy is bright. It will not be turning back the clock for the Congress to 
build into the next revision of the tax laws of the the United States protection 
for the businessman who wants to maintain his independence. He doesn’t ask 
for favored treatment, taxwise. He is asking for equal treatment in terms of 
economic realities. In essence, the proposal embodied in this statement will give 
him that equality to which all will agree he is entitled. And, as to the con- 
stitutionality of a statute so molded to achieve this result, of this I am con- 
fident. 


STATEMENT OF MORRIS H. ADLER, BROOKLYN, N. Y. 


Senator Javirs. Mr. Morris H. Adler. 

You may proceed, Mr. Adler. 

Mr. Apter. You have my statement. 

Senator Javirs. Your statement will be considered part of our rec- 
ord, and you may proceed to point out what you will. 

Mr. Apter. In the first sie ‘e, I wish to state that this is my per- 
sonal convictions, these are my personal convictions. I am not repre- 
senting the National Small Business Men’s Association, although they 
are pretty much in accord with my ideas, or I am in accord w ith theirs, 
I might say. 

I am a trustee of that organization and I would like to say I am 
not in favor of excessive tax concessions to smal] business which would 
be granted at the expense of any other segment of our economy. 

I also would like to point out, which you gentlemen know, th: at risk 
capital has virtually disappeared and it is virtually impossible to ac- 
cumulate capital out of earnings, and that incentive has been de- 
stroyed due to these high taxes today. 

There is another point here: I believe that we need a well-conceived 
plan for orderly reduction of both the individual and corporate tax, 
and that such plan should be coordinated with the firm curtailment. 
of Federal spending, with due regard for systematic reduction of the 
public debt. 

I would like to refer to the bill introduced by Congressman Sadlak 
of Connecticut, with which I agree most heartily. The general ap- 
proach is very similar to the one that was reached in our tax study 
of the National Small Business Men’s Associ: ition, a copy of which 
you gentlemen have. 

In addition, I would like to say that I am opposed as a matter of 
principle to the concept of graduated corporate taxes. I think this 
plan is discriminatory as between stoc kholders. It disregards the fluc- 
tuating income problems as well as the varying c apital requirements 
of different types of business. 

Furthermore, it does not help the large segment of unincorporated 
small business which is about 86 percent of your total business. 
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Regarding depreciation, that is an important item, and I strongly 
urge that depreciation on all capital items should be based on replace- 
ment value and be written off in a much shorter period than at present 
permitted, a period average, say, for such writeoffs of about 5 years. 
This replacement at early periods for technical changes and improve- 
ment. 

The small loss in taxes naturally would be made up in later years 
when there is no such depreciation on the books of that company. 

I approve strongly of the Curtis bill, H. R. 5735, which would be 
of material assistance to small business. 

As you know, this bill permitted a deduction from business net in- 
come of amounts invested in depreciable assets or inventory up to 20 
percent of income or $30,000, whichever is less. 

Now, it is definitely important that a realistic adjustment be made 
of excise taxes. 

Double taxation on dividends should be eliminated. 

And here is an item that I think has come up dozens and dozens 
of times, and I think it is most important: That profitmaking busi- 
ness activities of tax-ex cempt corporations, cooperatives, associations, 
foundations, and labor unions should be made subject to the Federal 
income tax. 

I also believe that the Hoover plan which has been partially car- 
ried out should strongly be urged that further progress be made 
in that report, as it would save billions of dollars. 

I think that the Sadlak bill should have the most careful attention 
of you gentlemen, because I think it is an excellent plan; it is a pro- 
gressive plan over a period of 5 years. 


I think those are about the main points, and I thank you for permit- 
ting me to appear 

Senator Javirs. Thank you, Mr. Adler, for giving us the benefit of 
your obviously rich experience, and I appreciate very much having 
your views. 

Mr. Apter. Thank you. 

(Mr. Adler’s prepared statement follows :) 


PREPARED STATEMENT OF Morris H. ADLER 


Mr. Chairman and members of the committee, it is a privilege to appear before 
this distinguished committee. My name is Morris H. Adler, of 34 Plaza Street. 
Brooklyn, N. Y. I am now retired, but IT have been engaged in business all of 
my life, and I believe I have achieved some knowledge of the financial and tax 
problems of small business. I would like to say also that I am a trustee of the 
National Small Business Men’s Association, however the views I express today 
represent my personal convictions on this important subject. 

Let me say first that I am not in favor of excessive tax concessions to small 
business that would be granted at the expense of other segments of our economy. 

The small-business man of this Nation is a sturdy and resourceful individual, 
and it is my belief that he needs little more than a fair opportunity to grow. 

It is my view that this opportunity has been gravely impaired by the excessive 
individual and corporate tax rates in effect today. This Nation has existed a 
mere 181 years, and I am sure that if the Founding Fathers had anticipated 
the shocking tax rates of today, the Constitution would have included very 
definite limits upon the Federal taxing power. 

I need not tell you that risk capital has virtually disappeared—that it is im- 
possible to accumulate capital out of earnings—and that incentive has been 
destroyed. 

I am convineed, gentlemen, that our tax structure has already caused serious 
damage to our economy, and especially to the small-business community. In 
my opinion the current inflationary trend is primarily due to the confiscation 
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of 52 percent of all corporate earnings. This tax rate has had the inevitable 
consequence of putting all management under extreme pressure to expand the 
remaining 48 percent to cover the fiscal requirements of business that formerly 
required all of the earnings. Under such circumstances prices had to rise, and 
in the larger industries prices can be and have been raised without fixed relation 
to cost, or demand upon productive capacity. 

I am no economist, but it seems clear to me that the many conflicting views 
on the state of the economy overlook the basic truth that the present inflationary 
trend is not due either to pressure on capacity or the supply of money. In my 
opinion the tax burden is the major contributing cause. 

Now what is the answer? We are led to believe that the only expectable relief 
may be in the form of a small increase in individual exemptions. This is merely 
a political gesture. Furthermore, it will consume a vast amount of money without 
any real benefit to the economy. 

I firmly believe that we need a well conceived plan for orderly reduction of 
both the individual and corporate tax rates, and that such a plan should be 
coordinated with a firm curtailment of Federal spending and with due regard 
for systematic reduction of the public debt. 

Such a plan is, I think, embodied in the tax bill introduced by Congressman 
Sadilak, of Connecticut (H. R. 6452). It seems to me this bill offers a sound 
approach to substantial reduction of the tax burden. It provides for abatement 
of the programs in case of emergency, and it can be financed to a large extent 
through normal growth of the economy. This bill provides for a gradual reduc- 
tion of both individual and corporate tax rates to an ultimate level of 42 percent. 
The general approach is very similar to the conclusions reached in the tax study 
made by the National Small Business Men’s Association, copies of which have 
been submitted to your committee. 

It is no answer to say that the Federal budget will not permit a reduction 
of taxes. Taxes must be reduced and the budget cut to fit the circumstances. 
There is a very clear moral obligation to eliminate the high taxes imposed 
during the war and which are no longer necessary to maintain a sound defense 
program. Elimination of waste and give-away programs will fully cover our 
defense requirements. 

In addition to the foregoing I would like to say that I am opposed as a matter 
of principle to the concept of graduated corporate taxes. I think this plan is 
discriminatory as between stockholders. It disregards fluctuating income prob- 
lems as well as the varying capital requirements of different types of business. 
Furthermore, it does not help the large (86 percent) segment of unincorporated 
small business. 

As to specific amendments it is my view that the following would be construc- 
tive: 

Depreciation.—Depreciation on all capital items should be based on replace- 
ment value, and be written off in a much shorter period than presently permitted. 
A period (average) for such writeoffs should be about 5 years. This would 
permit replacements at early periods for technical changes and improvements. 
The small loss of tax receipts to the Government would be offset by bigger tax 
receipts in subsequent years. 

Deduction.—I believe the principle of the Curtis bill (H. R. 5735) would be 
of material assistance to small business. This bill would permit a deduction, 
from business net income, of amounts invested in depreciable assets or inventory 
up to 20 percent of income or $30,000, whichever is less. 

Estate tares—Permit payment of Federal estate taxes through purchase of 
tax-anticipation certificates (H. R. 7600). Permit deferment of tax payments, 
over a period of years (S. 348). Permit settlement of estate taxes by way of 
life insurance (H. R. 1022 

Partnerships.—Permit partnerships and proprietorships to elect to be taxed 
as corporations. 

Excise tares.—Effect a realistic adjustment of all excise taxes. 

Dividends.—Eliminate double taxation on dividends. 

Tax exempts.—tI believe that the profitmaking business activities of tax-exempt 
corporations, cooperatives, associations, foundations, and labor unions be made 
subject to Federal income tax. 

I believe that the foregoing recommendations are practical and that the enact- 
ment of these proposals will not only contribute to the soundness of the economy 
but will result in a substantial improvement in the whole tax structure. 
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STATEMENT OF BENJAMIN BOTWINICK, CERTIFIED PUBLIC 
ACCOUNTANT, NEW YORK, N. Y. 


Senator Javivs. Our next witness is Mr. Benjamin Botwinick, cer- 
tified public accountant. 

Mr. Botwinick, we understand you have no written statement. 

Mr. Borwinicx. That is so. 

Senator Javirs. We hope you will bear in mind our time limitations 
in making your oral presentation. 

Mr. Borwrntcx. I surely will. 

I have listened carefully since the first speaker this morning and 
intentionally did it so that I could try, if I can, to act as sort of a self- 
appointed person to try to pick out those items which I felt were prac- 
tical and those which are something for the future. 

Every one of the statements had items of merit. Lalso read through 
very thoroughly yesterday the hearings that took place before the 
Committee on Finance this March on the extension of the corporation 
tax, and also on the proposed amendments by Senator Sparkman and 
Senator Fulbright. 

As you well know, a lot of the comments and remarks that were 
made today were proposed before that committee at that time. 

I note the same mistake being made that has been made now since 
1940, since the date at which I first started to take an active interest 
in the tax problems as well as other problems of small business. 

It is pretty noncontroversial, both the Republicans and the Demo- 
crats have been very much for equitable relief. The last two plat- 
forms were very clear about it, Just as recently as a year ago, the 
President appointed a Cabinet committee, no less, composed of, headed 
by Dr. Burns, the Chairman of the Council of Economic Advisers, and 
composed of the Secretary of Defense, Mr. Wilson; the Secretary of 
Commerce, Mr. Weeks; the Secretary of Labor, Mr. Mitchell; the 
Director of Defense Mobilization, Arthur Flemming; the Housing 
and Home Agency head, Albert Cole; and Wendell Barnes, the 
Administrator of the Small Business Administration. 

You will note there is conspicuous by its absence the name of the 
man who should have taken the chief interest, from the tax viewpoint 
at any rate, and that is our Secretary of the Treasury, Mr. Hum- 
phrey. And I think it is no misstatement and no secret that any chance 
of relief on taxes for small business during the last session of Con- 
gress was stopped by Secretary of the Treasury Humphrey. And I 
say that in no critical manner. 

He was only interested in balancing the budget, and I think he had 
a thorough blindspot insofar as the “problems of small business are 
concerned. 

I am interested in seeing some accomplishment during this next 
session. I agree with what was stated by many speakers previously, 
that small business needs no special consideration. It just needs an 
equal economic and administrative climate. 

Over the past number of years, an extreme number of inequities 
were put into the laws, due to oversight or intent adversely affecting 
small business. The one that I feel is thoroughly noncontroversial, 
I have not heard a soul have any justification for it and still nothing 
is being done about it, the proposal made by Commerce and Industry 
Association, today, of which tax committee I am a member, in 1951. 
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Senator Javrrs. What is that ? 

Mr. Borwinicxk. In 1951, when the Korean war tax was put on, 
when the normal tax—when the tax rates were increased temporarily 
from 47 to 52 percent, that 5-percent addition which was called a 
temporary tax was added on at the normal tax level. It should 
have been added to the surtax level. 

Small business did not have a mouthpiece, was not represented 
properly when it was considered. Before a single type of relief is 
given in any direction to any segment of the economy, that error 
should have been long ago corrected. 

Now, many friends, sincere friends of small business, including 
Senator Fulbright and Senator Sparkman, want to go beyond that 
and change the normal tax down to either a 20- or a 22-percent level. 
But in their attempts to go to the extreme of help, we end up with 
nothing. Whereas, if we stuck to correcting, not granting relief to 
small business, correcting an error that was put into the law in 19% D1, 
and extended every year since then, namely, increase the surtax 
from 22 te 27 percent and decrease the normal tax from 30 to 25 

ercent, it will be $1,250 maximum saving to any corporation—of 
infinitesimal help to the large entities, but of extreme help and 
start in the right direction for small business. 

That help is only the incorporated business. Personally, I think 
it is as far as you can possibly get in this next session of Congress, 
when you consider the problems of the budget, and in discussion and 
conversation with Dr. Burns, I think he agreed with me on that, that 
he had gone too far in recommending that the 52 percent be changed 
to 20 and 32, if I recollect right, wanted to cut the normal tax down 
by 10 percent, which would have been a $2,500 saving for a corpora- 
tion but would have resulted in a possible increase in splitups of 
corporations, which is accompanied on the other side with tougher 
restrictions on splitup which hurts small business even more. And, 
therefore, a moderate change of this 5 percent is what is warranted, 
and what the budget can absorb. 

At the unincorporated business level, I think that this committee 
should adopt as its own baby, Congressmen Keogh’s and Jenkins’ 
bill. There is another noncontroversial issue. Everybody is for it. 
Both congressional parties have been for it. The President has been 
for it. I have heard everybody for it for the last 10 or 15 years. 

There have been plenty of tax reductions given over the last 15 
years, but somehow or other whenever that bill comes up, the budget 
does not permit it. 

It has permitted plenty of extensions on pension plans for big 
business, plenty of extensions on all forms of relief, but that which 
affects every small-business man, that which affects every professional 
man, and anyone in business for himself, somehow or other never goes 
through. The budget does not permit it. 

Nobody has a word to say against it in principle, and that would 
be—you say, How does that help the small-business man currently ? 
If the small-business man has a bit of security in the future and has 
not got that fear of what is going to happen to him when he retires, 
he can afford to do more things currently with his current money. 
And it is an extreme help to the peace of mind and security of every 
small-business man to know that he is building something up for the 
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future at the same rate that every employee and executive and owner 
of a big corporation, and ev ery governmental employee is doing. 

The third avenue which it is possible to get now, and is not some- 
thing for 10 or 15 years from now, is a changed attitude in the Bureau 
of Internal Revenue with respect to administration. 

Mrs. Kolis covered that briefly before. I think she is well qualified 
to have gone into a lot more detail on it. 

Every time the Bureau of Internal Revenue, and justifiably so on 
many occasions, goes on a drive, whether it is a drive on tightening 
up on depreciation, whether it is a drive on traveling expenses, w hether 
it is a drive on executive salaries, or any of those, thin corporations, 
they do not affect any big corporations or any listed corporations. It 
is always at the closely held small corporation level. 

The Government is not equiped to make audits of big corporations 
with electronic methods and IBM machines and so forth. They are 
not equipped for it with the type of performance they expect out of 
their examiners and their limited force. 

So, all drives are made at the small-business men’s level. That 
does not mean I justify nonsense among expenses in small business. 
But they get you coming and going. 

They will not permit you to take large salaries out of small business, 
which salaries are needed if they are to spend on entert: uning per- 
sonally, nor will they permit you to take expenses that are in a quasi- 
borderline nature at the corporation level. 

The result is a corporation tax and a nondeductible feature at the 
individual level, and this is happening now by written directives of 
the Commissioner of Internal Revenue in Washington, and the local 
Commissioners here. A drive at the small-business level. You are 
just beginning to get the effect of it now. 

Again, I want to repeat, I am not talking about expenses that are 
out and out fraud, or even anywhere close to it. I am talking about 
legitimate expenses that are on the borderline, where it is a question 
of. opinion, is it for business or for personal reasons. And most of 
the expenses are in that quasi, in that neutral territory. 

You have a bill in to extend the declining balance method to the 
first $50,000 of used equipment. Everybody is for that. The Presi- 
dent came out for it, and everyone appears to be for it. 

That is just a drop in the bucket. What economic justification is 
there to adopt a different approach to the purchase of used equipment 
than there is to the purchase of new equipment / 

If they permit 200 percent declining balance method, which is a 
small enough relief, for depreciation, and the sum of the digits method 
for new equipment, and if it is admitted by everybody that most small 
businesses find themselves economically forced to buy used equip- 
ment, why should there be a top limit?) Why should not all used equip- 
ment bought have the same type of depreciation standards to it as 
applied to new equipment ¢ 

While on the subject of depreciation, there is not a person in Gov- 
ernment or a person in business who has a good word to say for sched- 
ule F; that is the rate of depreciation ‘scheduled by the Govern- 
ment. They are as sm as 1913 tax laws. They are now working 
on revisions. 

You can bet your. last quarter when revisions come through they 
will be equally as obsolete. 
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The entire approach toward depreciation by the Bureau of Internal 
Revenue must change, giving the taxpayer many times more leeway 
than he has ever had in the past. I do not think it is going to be done 
administratively unless they get directives from Congress. 

I think that it can be accomplished this year, particularly where 
for the first time they are recognizing the obsolescence of their present 
schedules, or asking for suggestions for revised rates and so forth. 

And if this committee really wants to do something to help all busi- 
ness and particularly small Shean of all sorts, they will take an 
active part in the preparation of schedule F before it becomes a fait 
accompli. That is something which they can do and get accomplished 
now. 

The question of thin capitalization which has been the ban toward 
almost any small business that is expanding—How does a small busi- 
ness start? With some of his own capital, some relatives, borrowed 
capital, and even his own he would like to lend to the business and 
have a chance to take out at some future time. 

Since when, where in the law is there anything to tell a business- 
man how he shall invest his money in a corporation, whether he should 
put a dollar in in the form of capital stock and $100,000 in loan, 
or the entire $100,000 in capital stock. 

But because of a few mishandled court cases some years ago, a 
theory has been developed in the courts which the Bureau is now fol- 
lowing, that you must put your money in essentially in the form of 
capital stock. Or if it is put in the form of a loan, “We will regard 
it the same as capital stock, and if you withdraw interest on it or with- 
draw any part of it, it shall be deemed to be a dividend.” 

In other words, taxed at the corporation rates and taxed at a divi- 
dend rate on it. 

There is nothing in the law on it and it does not affect any big- 
business man. A listed corporation can have $100,000 worth of 
stock and $10 million worth of bonds issued, and there will be no 
criticism. But let the small business try to incorporate that way, 
and there is a good necessity for them to incorporate that way, to 
avoid double taxes, that is their prime motive in line it. They hurt 
their credit sometimes in doing it, but that is their privilege as busi- 
nessmen, as was stated by one of the previous speakers, to allow the 
small-business man to choose any way of entering business that he 
feels is best from his business viewpoint, if it is egal. 

There has been a lot of discussion as to the problems on estate 
taxes of business people. Again, where the administration of the law 
hits the closed corporation, big and small, and most of the closed 
corporations are small, the bigger closed corporations are already 
listed as public companies. 

You do not find goodwill being attached to the stock of any listed 
corporation, if that is part of an estate. It is taken at its market 
value. Nine times out of ten, the market value is less than what 
that stock is selling for—rather less than the book value of the stock. 





Nine times out of ten the market value is less than what the book 
value is of the stock, even though those are the companies that have 
considerable goodwill. 

If the person, before he died, happened to have a control of that 
company by having a substantial batch of stock, he could sell that 
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stock for much more than what the market value is for small quan- 
tities, but still it is taken at that market value. 

The minute they hit a closely held smaller corporation, goodwill is 
added in every instance where there are any sort of earnings, and 
there is no way to recoup that goodwill. They do not permit the 
goodwill to be written off by the person who inherits that corpora- 
tion. He has paid for it in the form of taxes. 

They do not permit him to write it off just like they do not per- 
mit a small-business man who buys another business and pays for 
goodwill to write off goodwill. When the big corporation buys it he 
never sets up goodwill; it is always absorbed in the form of assets. 

And that is one of the reasons there has been a tendency for the 
only market for a small corporation to be the big corporation, be- 
cause there are plenty of new people who will go into small business 
if they saw a way of recouping what they are paying for the assets 
which they are buying, just like they were writeoff equipment and 
buildings and every other asset. But there has been an economic 
theory that goodwill is permanent, which we know is not so. There 
is nothing permanent under this sun. 

Another recommendation I would like to make which I feel ‘s 
vital: At the time when the work of this Small Business Committee 
becomes very vital is when the tax laws are being draited at the 
Ways and Means Committee and the Senate Finance Committee, and 
in conference. 

Sometimes I read carefully every proposed law and what goes on, 
the hearings, and so forth, and then when I see the finished document 
that comes out after conference, I sometimes do not recognize what 
had happened over the last 6 or 7 months of consideration of tax 
bills. 

I can point out item after item that just came through suddenly. 
Many of them very adverse to small business. 

The worst. monstrosity of all from the small-business viewpoint 
was the 1954 recodification of the laws. What that did to the small 
business and to the closely held corporations, it was the worst pos- 
sible thing. 

Small business would have been better without a 1954 law than 
they were with the 1954 law. 

I think that could have been avoided if a qualified member of the 
Senate Small Business Committee were to act as a consultant on 
small-business problems. We have no other spokesman, act as a con- 
sultant to the Senate Finance Committee, and a qualitied member 
of the House Small Business Committee act as a consultant to the 
Ways and Means Committee, so that it can look over every piece of 
tax legislation that goes through, and weigh its favorable or adverse 
effect against the sm: all-business man who is essentially unrepresented 
in those channels. And that goes beyond taxes. 

I think that a similar approach would be appropriate on every 
governmental agency or congressional committee that handles mat- 
ters that affect small business, that they should consult the Senate 
Small Business Committee and the House Small Business Committee 
on any legislation before it, so that the problems of small business are 
considered before the legislation goes through and not afterward. 

Senator Javirs. Mr. Botwinick, I would appreciate it if you could 
summarize your points, because we have others waiting. 
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Mr. Borwinickx. To summarize, I would say the points I have 
mentioned 

Senator Javits. I mean, give us all the rest of them. 

Mr. Borwrnicx. The points I have mentioned are things that can 
be accomplished now at this next session of Congress. I think that the 
proposals, a lot of which have merit, that have been proposed as an 
agenda here, are things which may be accomplished, some of which 
should not be Scokeaad are wrong, some of them should be, but 
something for the future when the budget: ary situation will permit it- 

These things are noncontroversial, and can and should be accom- 
plished immediately, and I would like to see this committee concen- 
trate on these before tackling some of the more advanced methods of 
equalizing the climate, not relief, equalizing the economic climate for 
small business in its competition with medium- and big-sized business. 

Thank you. 

Senator Javits. We certainly appreciate your presentation, which 
is very comprehensive, and I think we get your points. And I will 
certainly discuss it with my colleagues in getting some measurable 
progress that you consider to be attaintable immediately in various 
categories you have given, which I have very clearly in mind. 

We certainly appreciate your testifying. 

Mr. Borwinicx. Thank you. 

Senator Javirs. Miss Harriett Vaughn, Neypack Paper Corp., of 
Norwich, N. Y. 

Will you come forward, please, Miss Vaughn ? 

I understand you do not have a written statement, but would you 
proceed any way that suits you. 
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Miss Vavenn. I will try. 

Senator Javirs. Do your best. 

I know Norwich very well, and I know your local assemblywoman, 
Mrs. Strong, and am very glad to see you here. 

Miss Vaucun. I have listened with a great deal of interest to these 
people who have given their very exc ellent remarks on these sugges- 
tions, let us say, that Mr. Erickson has written to me about. I ‘have 
read and talked with tax experts and talked with people. I am com- 
pletely confused. 

Senator Javits. Well, Miss Vaughn, perhaps if you communicated 
to us what effect this does have on you it will help us, because we are 
anxious to know what, as you say, is confusing people, as well as to 
know what they recommend we do ‘about it. 

Miss Vaucun. We are a small corporation. We do not make too 
Jarge a profit, a net profit, at the end of the year. Truly, I think 
30 percent corporate tax is far greater, when added to State and local 
taxes, that the net profit remaining does not warrant the amount of 
work and energy and effort that a person puts into a business to keep 
a small corporation going. 

Senator Javrrs. Would you define for us what you call a small 
corporation ? 
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Miss Vaucun. Let us say anyone that makes below $15,000 net. 

Senator Javrrs. That is, $15,000 of income upon which taxes are 
thereupon paid, or $15,000 after taxes ? 

Miss Vaueun. $15,000 upon which taxes have to be paid. But, 
now, that does not leave him very much money with which to expand, 
because he has to have enough money to carry him through the rest 
of, say, a slow year. He has to have enough money to pay his help. 
He has to have enough money to keep out of debt, let us say. 

And, for that reason, he cannot put a lot of money into new ma- 
chinery, not unless he wants to tie himself up for 10 years or more in 
debt by putting himself into it for that length of time, a long-term 
plan. But let us say that he does do it, and his company improves, 
and he makes approximately $30,000 in taxable income. Then the 
(rovernment takes 52 percent of what he makes, leaving him with less 
than he would have, practically, if he only made $15,000 a year. 

Senator Javirs. Well, the Government does not quite take 52 per- 
cent of the $30,000. They would take 30 percent of the first $25,000. 

Miss Vaucun. Well, there you have got me. 

Senator Javrrs. In any case, you feel that, to the individual en- 
trepreneur, the individual owner, you do not think it would then 
prove worthwhile 4 

Miss Vavaun. No: it would not. It becomes confiscatory when 
you add that to all the other taxes they have to pay. There is no 
sense in all the heartbreak and the effort that a man puts into building 
up a business to that point. 

Senator Javrrs. Have you found any difliculty in raising money for 
your business / 

Miss Vaucun. No. I can goto a bank and borrow. 

Senator Javirs. How long have you been in business / 

Miss Vauenn. We have been in business 40 years. 

Senator Javirs. I gather you are the head of your company. 

Miss Vaueun. Iam, right now. 

Senator Javirs. Please proceed. I did not mean to interrupt you. 

Miss Vaveun. That is quite all right. Now, there are three stock- 
holders. Let us go to this business of taxing, or permitting a partner- 
ship to elect to be taxed as a corporation, or permitting a corporation 
to elect to be taxed, as one of the bills has, as a partnership. 

Where their salary and their share of the net profits would be under 
$12,000, permitting a corporation to be taxed as a partnership is of 
benefit to the individual stockholders, because there their tax, as I un- 
derstand it, their individual taxes, are approximately 30 percent. 

But the minute their salary, combined with what they would get of 
the share of the net profits, becomes greater than that, then permitting 
au corporation to be taxed as a corporation would be of more benefit to 
the people. 

But there is one other thing that plagues me: A corporation can 
declare a dividend after it has paid 30 percent taxes on it. The 
dividend then must be collected, as I understand it, within a 3-month 
period. It cannot go over the 3-month period; is that right, that if 
a dividend is declared at the end of the year, it must be paid by the 
15th of March? 

Senator Javirs. Within 3 months thereafter; yes, I think that is 
substantially correct. 
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“Miss Vaveun. Now, the corporation pays taxes on it. The individ- 
ual also has to pay taxes on it. It seems to me that one or the other 
should be eliminated. 

Senator Javirs. Well, Miss Vaughn, the double taxation on corpo- 
rate dividends has been quite a heavily discussed subject in the coun- 
try and in the Congress. We have passed some very modest allevia- 
tion of that for very small amounts of dividends. The problem has 
begun to be dealt with to some extent. I just say that as a matter of 
fact. 

Miss Vaucun. I think you were there, Mr. Javits, when we were 
in Washington that time. 

Senator Javirs. Yes; with a small business group. 

Miss Vaueun. Yes. You have herein your question of permitting 
a proprietor of an unincorporated business to be treated as an em- 
ployee under a qualified bonus or stock-pension plan. I do not see 
why he should not be. He puts up the money. Why he should not 
be permitted to participate in it is beyond my understanding, and I 
see no reason why he should not be permitted to do this. 

You have, as this gentleman discussed, installment paying of estate 
taxes. In our instance, if one of the shareholders died and that be- 
came part of their estate, it would be up to the business or to one of 
the individuals to have to raise the money to pay the taxes on that; 
would it not ? 

Senator Javits. Yes. 

Miss Vaueun. That could very easily result in bankruptcy for 
company. Certainly, it could throw them into debt for a long time 
if they could not raise the money to pay for it. It is most inequit: able. 
In the large company, they have sufficient money to overcome that. 

As I said to Mr. Er ickson, when I was thinking about this, I could 
think of a great many ways in which we could cut taxes all right, but 
I am afraid it would scorch the paper if 1 wrote them down. 

Such things as, let us say, keeping the Government out of compe- 
tition with small business. Here, for instance, on January 1, the Los 
Angeles District Corps of Engineers, United States Army, issued a 
pricelist i in the Los Angeles area headed “District Charges for Repro- 
duction.” The first line quoted was for—and this, I think, you know 
more about than I do—blue-line ozalid prints, each square foot, 1 
cent. In April, they reduced that to half a cent. Now, the cost of 
the paper per square foot, the cost of the paper alone, would be six- 
tenths of a cent a square foot. 

Senator Javits. Six-tenths of a cent? 

Miss Vaueun. Six-tenths of a cent. For brown prints, they are 
selling to the public now, mind you, at 1 cent per square foot. The 
cost of the paper is 2.33 cents per square foot. 

Photostats of the Los Angeles District Corps of Engineers, 18 by 
24, 10 cents per square foot. The cost of the paper alone is 21 cents 
per square foot. 

That carries over into other businesses in which the Government en- 
gages. Let us take expropriated businesses which the Government 
backs, which are in direct competition with other small businesses. 

It does not seem to make any difference whether they make any 
money or not, as long as the Government is right behind them to pay 
to make up the difference in what they might or might not lose. They 
may make money, but they do not have to. 
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Let us take giveaway programs. “United States pays gift tax on 
their own gift. World’s biggest giveaway ; $112 million worth of 

machine tools given to Great Britain.” 

And then they were given to the British defense plants so that they 
could fulfill American armament contracts, and then the rental’on 
those was charged back to the Government, to this Government, but 
the British Government cannot pay its interest on the money that’ we 
Joan them. 

The money that is plowed under in stockpiling and in spare parts 
here, $33,000 Army spare parts plowed under. Surplus tires—the Air 
Force attempted to sell $245,000 worth of new automobile tires in Eng- 
land as surplus property, then found they were not needed. | 

Those are not isolated instances, Senator Javits. I think you know 
that. I am sure you know that. 

Here, $50 million to the Chrysler Corp. for tanks that do not work. 

This ‘gentleman just gave me this, which says “Successful failure of 
the plan for Arizona not to grow crops,” said this John Knott, “It is 
a good deal.” He got a check for $204,000 for not growing cotton 
this past year. 

Another one, Jack A. Harris, another Arizona ealiananaae who 
pocketed Government soil check for $209,701. The Government spent 
about $800 million this year paying farmers not to grow crops. Maybe 
the Government ought to pay us not to go into business, I think some- 
times. 

Here, another way we can save money : “Chairman of the Senate 
Banking and Currency Committee, Sen: rior A. Willis Robertson, say S, 
‘As far as I am concerned, we are running out of giveaway money, 
he declared in a speech aut the State banking division of the Ameri- 

can Bankers Association.” 

Giveaway money—we have given away more money than we could 
save in this country, the billions we will never get back, not either 
in interest or anything, in attempting to buy friends, or in any other 
manner will we get them back. I/know that hurts. It hurts us, too. 

I have a feeling that if we in many ways save money by, let us say, 
putting into practice the proposals: of the Hoover Commission for 

saving money, if we could get a day’s work out of civil-service workers 

for a day’s pay, we would save plenty of money in this country. We 
would not need to have to worry about taxes, because there would not 
be that many, taxes would come down, there would not be that many 
taxes needed, there would not be that much money needed in taxes to 
keep the Government running. 

Senator Javits, I know you have been counsel for the National Paper 
Trade Association. I think you are quite familiar with the problems 
that we have had to meet, and I feel that between increased taxes, 
increased costs, increased Jabor costs, a small-business man is in a 
pretty sad way when it comes to making any money or getting out at 
the end of the year or having for his own benefit any money left. Cer- 
tainly he has very little benefit out of the effort and energy that he 
puts into a year’s business. 

Senator Javits. Miss Vaughn, we certainly thank you very much 
for your statement. 

I might say that I am sure you understand we cannot possiblv 
undertake to consider, to debate, every aspect of government: al policy, 
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including foreign aid, labor-management relations, the various things 
that have been said about waste in defense expenditures, which I am 
sure you understand, as a reasonable human being, there are answers, 
also. But I appreciate the spirit which you have shown 

Miss VauGun. I understand this is primarily for this, but it was 
just 

Senator Javirs. Something on your heart, and you wished to say it. 
We appreciate that. 

Miss Vaveun. I surely had to. 

Senator Javrrs. Knowing you as I do, I know it is most sincere, 
and I assure you it will have the most careful consideration from my 
colleagues and me. And as far as we are concerned, you will get a 
full day’s work out of all of us. 

Miss Vaucun. Thank you. I think that you are probably so tired 
of hearing it by now 

Senator Javirs. No. I thank you very much, Miss Vaughn. It was 
very nice to have you with us. 

Miss Vaueun. Thank you. 

Senator Javirs. Thank you very much. 

Our next witness will be Mr. Julius R. Bux, J. R. Bux & Son, 
Philadelphia. 
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Mr. Bux. I know you have had a lot of trials here. 

Senator Javrrs. We will include your statement in the record at 
this point, and you may proceed as you wish. 

(Mr. Bux’s prepared statement follows:) 


Mr. Chairman, Senator John Sparkman, and members of the Senate Small 
Business Committee, I thank you for the opportunity to speak at this meeting. 
I am Julius R. Bux, senior partner of J. R. Bux & Son, of Philadelphia, manu- 
facturers of narrow textiles, employing 70 people and do a total annual business 
of $1 million. I have been active in the industry for 60 years. 

The small-business man’s road today is a hard one from many angles and he 
needs your help. He is more gravely concerned today, than ever, over our 
economic condition and he, along with many other worried taxpayers throughout 
the country, are looking for your most serious consideration and determination 
to drastically cut the 1958 budget of wasteful spending and follow with an early 
reduction of taxes. 

Dun reports a steady growth of failures or liquidations. This alarming 
growth will be steadily increasing unless relieved from our present destructive 
spiralling taxes. 

The interest on our present Federal debt at 3 percent would be $8 billion, 
whereas in 1936 it was a little over $1 billion. Per capita debt has increased 
in like proportion. Our Government receipts then were $4 billion and today 
$68 billion. A great proportion of this comes from industry in the form of in- 
come taxes, which amount is further increased by fast-growing State and local 
taxes. 

Industry’s debts grow as the Government’s debt grows. Many former leading 
nations of the world were destroyed by excessive taxation, such as we face today. 
The power to tax is the power to destroy seems to be well exemplified in our 
today’s tax situation. 

I can cite many concerns in our industry that could not carry on business 
under our present tax setup and were forced to liquidate or failed. 

Many opponents of the original income tax bill expressed the fact that the 
1-percent tax on incomes might go to 2 or 3 percent. Little did they know it 
would reach the present 91 percent. 
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The businessman fears existing taxes as much as the atomic bomb. They 
have reached the same explosive power and he doesn’t knew which will hit him 
first. 

An allover tax reduction would give a decided overall improvement in every 
phase of our economy. 

The money saved by lower taxes would permit industry to install more modern 
equipment, employ more help, and give a greater money turnover, without which, 
we could not expect to improve our present situation. 

The drain on our resources would be materially lessened, surpluses would 
begin to build up, and moneys would be available for new capital investment. 
Costs would go down and inflation buildups diminish. 

Lower inheritance taxes, installment-paid over 5 years, would have saved the 
forced selling of many good-paying industries, that estate administrators were 
forced to sell at a sacrifice in order to meet the Treasury Department require- 
ments. Changes in the income-tax laws will save such losses in future estate 
settlements and provide the Government with steady tax returns instead of tax 
losses. 

Our mounting taxes, State, and local, coupled with the Federal income tax, 
accounts for high labor and living costs and contribute largely to our steady 
inflation. 

In 1945 a purchase of certain equipment for $140,000, depreciated. at the normal 
rate prescribed by the revenue department, 10 percent, would build up the 
depreciation in 10 years to $140,000. Modern equipment to replace this wornout. 
or obsolete equipment would today cost $352,000. <A large corporation could 
sell additional stock to make up such proportionate differences, $212,000. The 
small company under similar circumstances would have difficulty borrowing such 
an amount, would have trouble paying greater interest rates, meeting amortiza- 
tion payments, and pay present taxes. The answer would have to be cut down 
the plant 60 percent. This would mean less production, greater overhead, in- 
creased costs, and less profits. Lower profits would mean less taxes for Uncle 
Sam, less taxes from one taxpayer increases the tax burden for others. 

The answer, permit a deduction for new additional investments and an exemp- 
tion to make up shrunken capital resulting from the difference between the 
original purchase price and replacement costs of recently (3 to 5 years) installed 
equipment. 

The shirtwaist business, located principally in Philadelphia, is practically 
wiped out. With their already weakened financial condition resulting from high 
taxes and high labor rates, they were faced with a 3-year flooding of imports 
(1954 to 1956). 

In these 3 years, according to an article in the New York Times, June 18, 1956, 
we imported 8,020,000 dozen at $6 per dozen, or at a total of $48,120,000. The 
loss in sales to the Philadelphia manufacturers amounted to approximately $120 
million. 

It is the old proverbial story, “The last straw or the straw that broke the 
camel’s back.” The businessman is the overloaded camel, overloaded with too 
high a tax burden, and the last straw may be a business depression, equipment 
replacements, excessive labor rates, cutthroat competition, foreign competition, 
or the settlement of an estate. 

Gentlemen, we seek your much-needed help. Thank you. 


Mr. Bux. I am going to try to make this as brief as I can. 

I have had 60 years’ experience in the narrow fabrics business. I 
am speaking not from a tax expert’s point of view, but from a small 
manufacturer’s point of view. 

I have seen many small manufacturers in our particular line, the 
narrow textiles, go by the board because they could not keep up the 
taxes, and one of the greatest troubles we had is the shrinkage between 
the original cost of equipment amortized over 10 years. 

The purchase of $140,000 worth of equipment 10 years ago, to re- 
place it today you would require $352,000. There Is a discrepancy 
of $212,000 in those 2 figures. There should be something to build 
that up. 
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The small manufacturer has not been able to accumulate enough on 
depreciation. He cannot go out and borrow that money, so he has 
to be satisfied to cut down his plant by 60 percent. 

- That means a reduction of production, reduction of profits, and 
Uncle Sam, of course, is losing, in the long run. 

I believe very much in an overall tax cut to cover all types of indus- 
try; and estate taxes is another, a great loss that we are suffering. 

A man who has gone along for years, and just about eked out an 

existence, dies, as I will very shortly, has taxes to face, and if they can- 
not be paid the industry is put up for sale, and that means about 10 
cents on the dollar. 

_ Now, this purchase of equipment that I mentioned before, a lot of 
our competi itors have suffered as a result of that. I could mention 
one in New England, a plant having 1,200 looms, liquidated entirely 
about a year or so ago. 

Another one in Philadelphia, having 225 looms, was forced to li- 
quidate as a result of present business conditions. Out of what little 
money they had, they could not afford to,put in new equipment, modern 
equipment, so they had to go by the board. 

Another industry i in Philadelphia that had been suffering very much 
by taxes and imports, the shirtwaist business, the New Y ork Times of 
June 18 of last year stated the fact that we imported 8,020,000 dozen 
of shirtwaists at $6.a dozen. That total amounted to $48,120,000, and 
the Philadelphia manufacturers lost $120 million in business, and 
most of them failed. 

One I called up about a year or so ago. He said, “Do you hear that 
hammering ¢” 

I said, “Yes.” 

He said, “We are tearing all our stock shelves down. We are out of 
business.” And he said, “That is what happened to 4 or 5 others.” 

It is the old story. It isthe last straw that breaks the camel’s back. 
The businessman is the overburdened camel, overloaded with too high a 
tax burden. The last straw may be a business depression, equipment 
replacements, excessive labor rates, cutthroat competition, foreign com- 
petition, or the settlement of an estate. 

I would like to finish my remarks by reading two letters. 

One is from a concern that started about 20 years ago. They have 
been very successful up until now, and these are their remarks: 

The one thing I am certain is that the amortization on our equipment today, 
with the taxes the way they are, is so backbreaking that there is only one thing 
I want to do, and that is sell out my share of this business. 

With the Government taxes being what they are, and still going up, I can no 
longer feel the interest in my business that I once had. 

You may show this letter to whomever you feel might be interested. 

Another came from a Philadelphia manufacturer : 


Fifty years in the textile business of narrow fabrics gives me one experience 
that deals with economic experience, taxation. This important condition affects 
every detail of living. It applies to the cost of production, a common necessity 
to maintain a living, such as food, clothing, and shelter, and the three basic de- 
tails of life. 

When taxation takes the major portion of profits, wages, and costs, then 
it becomes necessary for plain, reasonable consideration of the laws that have 
created the situation. 


I thank you. 
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Senator Javirs. Mr. Bux, we certainly appreciate hearing from 
ou, especially, I think you reflect, and very accurately, what we 
now to be the sense of frustration and difficulty personally enter- 

tained by many who engage in small business. 

We do not believe that we have all the answers, nor can we fix 
the situation which may result from other developments in the eco- 
nomic march of our country, but we certainly find it a duty to try 
within our competence. And these hearings in the field of taxation 
and our other activities, I assure you, are designed by very sincere 
and very conscientious men in the effort to try to help. 

I assure you we shall me much moved by what you have said in 
our deliberations. 

Mr. Bux. If I can be of any help to the committee in any manner, 
way, or shape, I will be very much pleased to meet with you again. 

Thank you. 

Senator Javirs. Thank you very much. 

Our last scheduled witness of the day was the commissioner of 
Commerce of the State of New York, Mr. Edward T. Dickinson. 

We understand Mr. Dickinson finds it impossible to attend, and 
he has sent his assistant, John H. Nixon, whom we are very glad to 
welcome, to make his statement to this committee. 

Mr. Nixon, we will consider the statement of the commissioner 
as part of the record, and you may proceed in any way that you wish 
to deal with the facts. 


STATEMENT OF EDWARD T. DICKINSON, JR., COMMISSIONER OF 
THE DEPARTMENT OF COMMERCE OF THE STATE OF NEW YORK, 


PRESENTED BY JOHN H. NIXON, ASSISTANT TO THE COMMIS- 
SIONER, ALBANY, N. Y. 


Mr. Nixon. Thank you, Senator Javits. 

The commissioner regrets that he was unable to be here. He had 
a speaking engagement in Buffalo at noon, and New York State is 
possibly not a small as sometimes we might think. 

Senator Javits. The chairman might tell you that he found that 
out a long time ago. [Laughter. | 

Mr. Nixon. Governor arsine requested the commissioner to 
make a presentation before this committee in behalf of the small- 
business men of New York State, and this statement is Commissioner 
Dickinson’s own personal views. It does not represent what might 
be called an adopted policy of the State government. 

I would like to fend parts of it. 

Senator Javits. Go ahead, sir. 

Mr. Nrxon. New York State is noted for its relatively large con- 
centration of small enterprises. Of the 570,000 firms in the State, an 
estimated 420,000 have 3 employees or less. 

In 1954, about 60 percent of the retail establishments in New York— 
operated the entire year—reported a sales volume of less than $50,000. 

e State’s manufacturing establishments employed 38 people on the 
average, compared with 55 in the United States as a whole. 

The average was even lower in New York City, which had 25 em- 
ployees per establishment. I am attaching as an appendix a table 
showing the percentage distribution by size of firms in New York 
State in 1953. (See exhibit 25, p. 566.) 
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Governor Harriman has been anxious to aid and strengthen small 
business in New York State by every reasonable and effective means. 
He has instituted, through the Department of Commerce, a program 
of technical assistance to small business which is comparable in its 
techniques and approach to the county agent program of the Depart- 
ment of Agriculture. 

The New York State Department of Commerce has arranged for 
small-business workshops throughout the State at which business ex- 
perts in various fields advise and counsel with small-business men on 
methods of improving their management. 

Governor Harriman encouraged the establishment of a State-char 
tered, but privately financed, New York Business Development Corp., 
which has been a useful source of intermediate and long-term funds 
for sound business enterprises that could not get adequate financing 
elsewhere. The Governor has strongly op yposed efforts to raise the 
unemployment insurance tax on many small businesses in manufac 
turing, construction, and the service trades. The Governor has rec 
ommended some modest reductions of State taxes for small-business 
men. 

In the field of tax relief, however, the role of the State can be very 
small because of the heavy impact of Federal taxes on corporations 
and unincorporated enterprises. If New York State were to reduce 
taxes for corporations receiving under $25,000 in net income, 30 per- 
cent of that relief would automatically go to Federal taxes and only 
70 percent to the businessman. 

Of any relief New York State could give on corporate income over 
$25,000, 52 percent would go to the Federal Government and only 48 
percent would go to the corporation. 

New York State cannot afford to forego income in order to provide 
higher revenues for the Federal Government. Tax relief to the small- 
business man must be given by the Federal Government, and I am 
very happy that the Senate Small Business Committee is carefully 
studying this problem. 

Senator Javits. May I interrupt you at that point ? 

Mr. Nixon. Yes. 

Senator Javirs. Federal taxation is a legitimate deduction for the 
purposes of figuring New York State income tax, is it not / 

Mr. Nixon. Not for personal income. 

Senator Javirs. That is why I asked you the question, because, you 
see, it is rather a provocative question, but what you said would lead 
to that conclusion, you see. 

Now, is New York, in other words, prepared, if the Federal Gov- 
ernment should reduce the taxes on small business, to modify its own 
laws in order to give business, small business, the full benefit of such 
tax reduction ? 

I do not want to force you to a conclusion, Mr. Nixon. You are 
not in authority to do that. But I do think it is a subjeet you 
ought to take back to the Governor. 

Mr. Nixon. I think it is an appropriate question, Senator. Thank 
you. 

Senator Javirs. That is all. 

Mr. Nrxon. The most important need of small business is for cash. 
Small companies are continually struggling to maintain enough 
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working capital to carry on their business from week to week and 
enough investment capital to replace wornout equipment and to 
provide for expansion when business conditions indicate the need. 

Because of the doubling of the price level in the last 20 years, de- 
preciation rates on machinery purchased more than 10 years ago 
do not cover the cost of replacement. Small businesses cannot easily 
go into the open market for capital because they are not widely 
known and in many cases beau they are too new. 

For the same reasons, small businesses have a more difficult. time 
in securing short- and intermediate-term bank loans. This has been 
particularly true during the current period of the administration’s 
“tight money” policy. Small businesses facing constant competitive 
pressures cannot meet the need for new capital by raising prices. 

Small business thus not only has a great need for cash, but it has 
more difficulty in raising this cash than do large enterprises. For 
this reason, I believe they are entitled to some significant tax relief. 

I have no desire to penalize large business, which, I believe, also 
has an important role to play in our American way of life. But, 
since small business has more problems in financing, it deserves some 
special consideration in the Federal tax program. 'To make more 
funds available to small busmesses, I would recommend the follow- 
ing changes in the corporate-tax structure: 

First, 1 would recommend a reduction in the corporate normal tax 
as appropriate relief for corporations with under $25,000 a year 
income. This would provide relief to over 80 percent of the cor- 
porations in the country, and they pay approximately 314 percent of 
total corporate taxes, according to the latest av: ailable figures—1i 53 
corporate-tax returns. A normal tax of 20 percent might be appro- 
priate. 

Second, | would raise the starting pomt for the maximum cor- 
porate-income surtax to a net income of $100,000, Businesses with 
incomes of less than this amount should be taxed as small businesses 
and not subject to the maximum surtax. 

Third, I would favor a graduation of the surtax between the 
$25,000 and the $100,000 limits. Im 1953, 1114 percent of the corpo- 
rations had net incomes between $25,000 and $100,000 and paid not 
quite 5 percent of total regular Federal corporate taxes. 

I would not favor any significant increase in the maximum tax 
rate for corporations over the —— level for normal and surtax 
combined. Obviously, if the normal tax is reduced, a compensating 
increase in surtax rates will be necessary. 

I do not believe that the surtax should be graduated for very large 
corporations to the point at which it becomes a penalty on size. For 
corporations earning under $100,000, a graduated surtax would tend 
to allocate tax relief in accordance with the severity of the problem 
of raising cash. 

Senator Javirs. Mr. Nixon, would you pause for a question at that 
point, where it is pertinent / 

Mr. Nrxon. Yes. 

Senator Javrrs. I will not ask you about any questions of policy, 
for obvious reasons, but I do think we ought to understand the state- 
ment. Does it contemplate raising the aggregate 52 percent for cor- 
porations over $100,000, although not graduating it? In other words, 
if you are going to Increase the surtax according to the commissioner’s 
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recommendations, will you increase the aggregate tax upon corpora- 
tions earning over $100,000 so that it will be more than 52 percent, as 
at present ? 

r. Nrxon. I believe that if you maintained the same tax yield, 
which the commissioner conceives of in this statement, it might be 
necessary to raise the aggregate tax to 53 percent or something in 
that neighborhood. 

Senator Javrrs. In short, he does wish to maintain the same tax 
yield ? 

Mr. Nixon. This is not a proposal for a reduction in outright tax 
yield. He feels this is outside his comprehensive point of view. 

Senator Javirs. Thank you. 

Mr. Nrxon. The suggestion that the estate-tax laws include an op- 
tion to spread payments over a 10-year period, when estates consist 
largely of investments in closely held business firms, would, I believe, 
help to maintain the identity of many family concerns beyond the 
life of the present owner. 

Small businesses are just as entitled to long continuity and a worthy 
tradition as are large corporations with widely diffused stockowner- 
ship. Such a provision in the estate-tax laws would help to maintain 
the integrity of these small firms. 

The introduction of such a tax change all at once, however, would 
cause loss of revenue from the estate tax for several years. To avoid 
such a loss, I would suggest that this kind of change be introduced 
gradually, so that the loss in any one year would be: quite small. In 
the long run, of course, tax collections would return to normal. 

Senator Javrrs. I thank you very much, Mr. Nixon. I certainly 
appreciate your testimony. I have a very high opinion of the com- 
missioner of commerce of the State of New York, with whom I 
worked as attorney general, and I am very happy to receive from him 
these views. 

Mr. Nrxon. Thank you. 

Mr. Javits. I would like at this point to insert in the record the 
table (see exhibit 25, p. 566), which accompanied Mr. Dickinson’s 
statement. 


PREPARED STATEMENT OF NEW YorRK STATE COMMISSIONER OF COMMERCE EDWARD 
T. DicKInson, JR. 


My name is Edward T. Dickinson, Jr. I am commissioner of the Department 
of Commerce of the State of New York. I am here at the request of Governor 
Harriman to represent the interests of the small-business men of the State of 
New York before your committee. The views I express here are my own and 
are not necessarily official State policy. 

I would like to congratulate your committee for the fine work it has been 
doing in the interests of the small-business man. There is no question that he 
is an essential and dynamic contributor to the American way of life. I am 
impressed with the thorough and skillful manner in which this committee is 
going about its study of the impact of Federal taxation on small business. I 
am not a tax expert and will not attempt to present the opinions of an expert, 
but I have great confidence in the ability of this committee to get to the roots 
of this problem in an impartial and comprehensive fashion. I know that what 
I have to say will be put into the proper context of the needs of the country as a 
whole and that the analysis which I present will be fitted into the perspective 
of the total picture. I speak from an analysis of conditions in New York State. 

New York State is noted for its relatively large concentration of small enter- 
prises. Of the 570,000 firms in the State, an estimated 420,000 have 3 employees 
or less. In 1954, about 60 percent of the retail establishments in New York 
(operated the entire year) reported a sales volume of less than $50,000. The 
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State’s manufacturing establishments employed 38 people on the average, com- 
pared with 55 in the United States as a whole. The average was even lower in 
New York City, which had 25 employees per establishment. I am attaching as 
an appendix a table showing the percentage distribution by size of firms in 
New York State in 1953. 

Governor Harriman has been anxious to aid and strengthen small business in 
New York State by every reasonable and effective means. He has instituted, 
through the department of commerce, a program of technical assistance to 
small business which is comparable in its techniques and approach to the 
county-agent program of the Department of Agriculture. The New York State 
Department of Commerce has arranged for small-business workshops through- 
out the State at which business experts in various fields advise and counsel 
with small-business men on methods of improving their management. Governor 
Harriman encouraged the establishment of a State-chartered, but privately 
financed, New York Business Development Corp., which has been a useful 
source of intermediate and long-term funds for sound business enterprises that 
could not get adequate financing elsewhere. The Governor has strongly opposed 
efforts to raise the unemployment-insurance tax on many small businesses in 
manufacturing, construction, and the service trades. The Governor has recom- 
mended some modest reductions of State taxes for small-business men. 

In the field of tax relief, however, the role of the State can be very small 
because of the heavy impact of Federal taxes on corporations and unincorporated 
enterprises. If New York State were to reduce taxes for corporations receiv- 
ing under $25,000 in net income, 30 percent of that relief would automatically 
go to Federal taxes and only 70 percent to the businessman. Of any relief New 
York State could give on corporate income over $25,000, 52 percent would go 
to the Federal Government and only 48 percent would go to the corporation. 
New York State cannot afford to forego income in order to provide higher 
revenues for the Federal Government. Tax relief to the small-business man 
must be given by the Federal Government and I am very happy that the Senate 
Small Business Committee is carefully studying this problem. 

The most important need of small business is for cash. Small companies are 
continually struggling to maintain enough working capital to carry on their busi- 
ness from week to week and enough investment capital to replace wornout equip- 
ment and to provide for expansion when business conditions indicate the need. 
Because of the doubling of the price level in the last 20 years, depreciation rates 
on machinery purchased more than 10 years ago do not cover the cost of replace- 
ment. Small businesses cannot easily go into the open market for capital 
because they are not widely known and in many cases because they are too 
new. For the same reasons, small businesses have a more difficult time in secur- 
ing short and intermediate-term bank loans. This has been particularly true 
during the current period of the administration’s tight-money policy. Small 
businesses facing constant competitive pressures cannot meet the need for new 
capital by raising prices. 

Small business thus not only has a great need for cash, but it has more diffi- 
culty in raising this cash than do large enterprises. For this reason, I believe 
they are entitled to some significant tax relief. I have no desire to penalize 
large business which, I believe, also has an important role to play in our Ameri- 
ean way of life, but since small business has more problems in financing, it 
deserves some special consideration in the Federal-tax program. 

To make more funds available to small businesses, I would recommend the 
following changes in the corporate tax structure: 

First, I would recommend a reduction in the corporate normal tax as appro- 
priate relief for corporations with under $25,000 a year income. This would 
provide relief to over SO percent of the corporations in the country and they 
pay approximately 34% percent of total corporate taxes, according to the latest 
available figures (1953 corporate tax returns). A normal tax of 20 percent might 
be appropriate. 

Second, I would raise the starting point for the maximum corporate income 
surtax to a net income of $100,000. Businesses with incomes of less than this 
amount should be taxed as small businesses and not subject to the maximum 
surtax. 

Third, I would favor a graduation of the surtax between the $25,000 and the 
$100,000 limits. In 1953, 11%4 percent of the corporations had net incomes be- 
tween $25,000 and $100,000 and paid not quite 5 percent of total regular Federal 
corporate taxes. I would not favor any significant increase in the maximum 
tax rate for corporations over the present level for normal and surtax com- 
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bined. Obviously, if the normal tax is reduced, a compensating increase in 
surtax rates will be necessary. I do not believe that the surtax should be 
graduated for very large corporations to the point at which it becomes a penalty 
on size. For corporations earning under $100,000, a graduated surtax would 
tend to allocate tax relief in accordance with the severity of the problem of 
raising cash. 

The suggestion that the estate-tax laws include an option to spread payments 
over a 10-year period, when estates consist largely of investments in closely 
held business firms, would, I believe, help to maintain the identity of many family 
concerns beyond the life of the present owner. Small businesses are just as 
entitled to long continuity and a worthy tradition as are large corporations with 
widely diffused stock ownership. Such a provision in the estate-tax laws would 
help to maintain the integrity of these small firms. The introduction of such 
a tax change all at once, however, would cause loss of revenue from the estate 
tax for several years. To avoid such a loss, I would suggest that this kind of 
change be introduced gradually, so that the loss in any 1 year would be quite 
small. In the long run, of course, tax collections would return to normal. 

I am very happy to have had the privilege of appearing before you. I know the 
small-business men of New York State are looking to your committee to produce 
some effective help for their problems. 

I thank you. 

(The table accompanying this statement follows: ) 


ExnHIsit 25 


Distribution of firms in New York State by size, 1958 


[Percentages of total in each industry] 








Total | 0 to 3 em- | 4 to 7 em- | 8 to 19 em- | 20 to 49 em- | 50 or more 
ployees ployees ployees | ployees | employees 
— - --- ef ariel Te ceeanecy (eerenermensmroen (ec eneuere aes! bomememeres or cane 
All industries__---- 100. 0 74.2 10.7 8.5 | 4.1 2.5 
Manufacturing. --- | 100.0 | 29.6 16. 4 | 23.3 17.8 12.8 
Retail trade_____--.-_- 100. 0 81.4 9.9 9 1.9 9 
Wholesale trade_-__---- -| 100. 0 54,2 19.1 16.6 6.9 | 2 
Service industries______- 100. 0 81.6 8.8 6.0 | 2.3 3 
Finance, insurance, real estate 100. 0 81.7 8.8 | 5.8 2.0 7 
Transportation, communica- | | 
tion, public utilities ____- 100. 0 84.2 5.6 | 5.1 2.8 | 2.3 
Contract construction _____-- 100.0 77.8 10.2 | 7.2 3.1 | 2 
| | 


Source: New York State Department of Commerce. 





Senator Javirs. That concludes the witnesses scheduled before the 
committee. Is there anyone here who seeks to testify before the 
committee ? 

If you gentlemen will agree to confine your statements to the com- 
mittee to 5 minutes, would you come up, please / 

Which of your gentlemen was here first ? 

Give the reporter your name and your business connection and 
address, and I hope you will confine your statement to 5 minutes. 


STATEMENT OF DONALD WOOD, PRESIDENT, HILL CROSS CO., INC., 
NEW YORK, N. Y. 


Mr. Woop. My name is Donald Wood, and I am president of Hill 
Cross Co., Inc., at 393 Pearl Street, New York City. 

Senator Javrrs. You may ihc eed, Mr. Wood. 

Mr. Woop. Thank you. 1 will take a very short time. I have no 
prepared statement. 

Senator Javirs. Thank you very much. 

Mr. Woop. But I sketched something while I was having lunch. 

Senator Javits. Yes. 
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Mr. Woon. I wish to register a point of view based on about 10 
years in a business representative of the 90 percent or more of small 
businesses, those employing 10 men or less. Its own income tax has 
been a minor detriment to the growth of this company, both as a pro- 
prietorship and later as a corporation. 

The major problem has been that there is no market for the stock 
or the long-term obligation of such a business. So long as a small 
business needs additional capital, it represents a pretty risky venture. 
Investment, with the odds, at best, 5 to 1 against any return becomes 
even less attractive when we turn to the single owner who is taxed 
at the same rates as though it were income in a less venturesome 
investment. 

To give real assistance to small business, the tax law need only cease 
to destroy incentive to private investment where the odds are greater 
than this 5 to 1 against any return. 

I would like to distinguish particularly between private investment 
and the rather free investment which a corporation may make out of 
normal profits, and which are tax deductible when they ‘become losses. 

To make the tax law cease to destroy the incentive to private in- 
vestment could not greatly decrease tax revenue, because having the 
odds all against success, there can be no great revenue from this 
source. 

The method is probably the only constructive action which is eco- 
nomically possible, in that it should not dee rease revenue. 

Senator Javrrs. Well, we certainly appreciate your views, Mr. 
Wood, and especially appreciate the f: ict that a citizen would take the 
time and the interest to come here and sit, as you have, for hours 
for an opportunity to present his opinion to the committee. I appre- 
ciate it very much, and I know the members of the committee do. 

Mr. Woop. I came to learn, also. 

Senator JAvirs. I hope you did today. 

Mr. Woop. Thank you. 

Senator Javrrs. I did, and I am sure the other members who are 
here did, as well. 

Thank you, Mr. Wood. 

Would you step forward, sir? Give your name, connection, and 
address to the reporter, and please confine vour statement to 5 minutes. 


STATEMENT OF WESLEY SMITH, PRESIDENT, CONCORD RECORD 
CORP., MOUNT VERNON, N. Y. 


Mr. Smiru. My name is Wesley Smith. I am president of Concord 
Record Corp., 519 South Fifth Avenue, Mount Vernon, N. Y. 

Senator Javirs. You may proceed, Mr. Smith. 

Mr. Smiru. Thank you, sir. 

I received a letter from Mr. Stults telling me to send my statement 
in. Ican give a copy of it here, if you want it. 

Senator Javits. Y es, we will be glad to include it in the record, and 
you may make any comment or summary. 

Mr. Surru. My only summary of this is that I do not propose to be 
any form of an expert, except they say an expert is a man who made 
all the mists ikes, and I am highly qu: alified. 

My interest is primarily in the absolute lack of financing available 
to the ema!l-business man, and I have delivered a statement to you 
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there which essentially brings out a plan that I have thought over, 
and it concerns itself with the establishment of a Federal Insurance 
Corporation embodying some of the aspects of the Veterans’ Adminis- 
tration, Federal Deposit Insurance Corporation, in which small firms 
like myself—and if you think you have dealt with small business 
today, you have been in an illusion until you come to me today, because 
I am the kind that, you lift up the rock, I come out from under. 

The point is, we have no place where we can go. A bank has its 
choice with whom to do business, and with most loans fairly secured. 
But there are marginal operations, and question marks in a bank loan 
committee’s mind when they say, “Well, perhaps some other time.” 

I would like to eliminate the “perhaps some other time” aspect of 
the bank giving loans, in that a man has available to him a Govern- 
ment policy, to which he pays the premium for it, which insures to the 
lending organization or, of course, any private lending organization, 
a hundred percent guaranty of the unpaid balance in case the borrower 
defaults. 

In order to prevent abuses in the case of corporate protection, I say 
that the officers and principals of corporations should also be indi- 
vidually liable as they are in withholding tax matters, and so forth. 

I think that something of that sort could be considered. I have no 
details worked out. I am not qualified to work out details in a tax 
matter. But I do have the essence of it. 

As I say in the letter, 1 went over it with a friend of mine who is an 
economist with the Federal Reserve bank, and he found it entirely 
feasible and entirely possible. 

Mr. Sruvrs. If I may break in, Mr. Chairman and Mr. Smith, 
excuse me. 

Senator Sparkman and other members of this committee have intro- 
duced just such a bill based on the experiences of the type that you 
have mentioned. The bills received a hearing before the Senate Bank- 
ing and Currency Committee this spring; no action was taken on them, 
but I believe within the next year some action will be taken, either 
on the insurance plan or on some sort of a capital bank plan which 
would give the same sort of equity risk capital that concerns like your 
own would need. 

Mr. Smirn. The other aspect I have there is, a point was brought 
up before, the equipment trust certificate for small fry like myself. 
We may buy a piece of machinery, but it does not come to the amount 
of money that a railroad train may come to or an airplane, but there 
should be some facilities available to us to get equipment so we can 
keep our production and schedules at an efficient level as a big firm 
can, and that could also be somewhat under the aegis of an insurance 
setup. 

In the matter of taxes, I have a severe grudge against that deple- 
tion allowance to oil companies. I think that is robbery, plain and 
simple robbery, and the people who put it in were sate in some 


way or another, whether it was by campaign contribution or some- 
thing. 

Tis just plain thievery, and I think the oil, as I mentioned there, 
is no resource; it is a geological accident, and the resources, I am 
afraid, are the people of the country. And, as the lady spoke of before, 
there is no appetite to be in business for yourself. It just is not worth 
it. You are better off working for a corporation and hide there for 
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the rest of your life. You have security and a salary every week of 
the year. You have to have an equitable tax situation and equitable 
financing for people in our category. 

T also think the definition of “small business” is pretty bad. I also 
went over that with this economist friend of mine, and I think the 
Federal Reserve definition is pretty good—someone who cannot have 
a line of credit over $30,000. That eliminates any possibilities where, 
if you had a big corporation which had a bad year and not make $15, 
and that would make them by some definitions a small company ; but, 
if anyone does not have a line of credit for $30,000, you can bet your 
boots he is small business. 

Thank you very much. 

Senator Javirs. We appreciate very much your statement. I would 
like to tell you, as a citizen, I hope you do not continue to entertain your 
opinion of the hypothesis of those who support the depletion allow- 
ance as you do. That was discussed this morning. It so happens I 
do not take a very good view of it myself, but we must respect our 
colleagues. There are areas of the country in which men have the 
deepest conviction about the necessity for depletion allowances in 
order to maintain the industrial machinery of the United States and 
of the world with this essential ingredient of oil. 

Whether you agree or not, I really hope that you will not continue 
to feel any lack of sincer ity or good faith for views which are just as 
sincerely held as those you have, though, as I say, I may not agree 
with them myself. 

Thank you very much, Mr. Smith. We xppreciate very much your 
appearing, and we will take what you say very seriously. 

(Mr. Smith’s prepared statement: follows :) 


PREPARED STATEMENT OF WESLEY SMITH, PRESIDENT, CONCORD Recorp Corp., 
Mount VERNON, N. Y. 


The problem of the lack of availability of bank credit for working capital is 
becoming extremely urgent. I see in my own small firm how much more I could 
do with just a little helping hand. 

This plan, which I am putting forward today, has been developed by myself. 
The only outside influence has been a discussion of it with my friend, Dr. 
Bugene Lerner, senior economist, Federal Reserve Bank, Chicago, Ill. Dr. 
Lerner approved of the plan and thought it to be entirely workable. 

First, the Government should set up an insurance corporation that will guaran- 
tee loans made to small business by lending organizations. This corporation 
would embody some of the features and principles of the Veterans’ Administra- 
tion in its ban program, although being a veteran should not be considered a 
requirement, and of the Federal Deposit Insurance Corporation. The purpose 
is to insure up to 100 percent a loan that a lender would make to a firm or 
individual for small-business purposes that the lender might ordinarily turn 
down, because it has safer risks offered to them by dealing with mammoth cor- 
porations. This would help to make marginal, doubtful, and smaller firms more 
favorable as a risk in the lender’s eyes. 

The cost of the premium to insure the loan is added to the cost of the loan. 
It would be collected through the payments made to the lender and is then 
forwarded to the Federal insurance corporation set up for this purpose. The 
necessary premium rates would be set up according to the best actuarial prac- 
tices. If a borrower defaults, the insurance corporation makes good to the 
lender for the unpaid balance. 

To prevent abuses of this insurance, the borrower, if a corporation, does not 
enjoy the complete protection of its corporate structure, but all officers and 
principals are personally liable, as in the case of withholding and other taxes. 
Basically, a fiduciary trust comes into force to protect the Government against 
any possible abuses. Personal holdings are then liable to seizure and sale in 
order to satisfy the moneys due by default. 
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Further aid should be possible through the use of equipment-trust certificates 
of the type used in the railroad field and now coming into use for airlines. This 
will give small-business men an opportunity to obtain new and more efficient 
equipment in order to maintain a competitive production situation. At present, 
we can only wish for equipment and have no real hope of obtaining capital goods. 
This plan would certainly be of much benefit to the machine-tool and capital- 
goods industries and would bring much benefit to all segments of the business 
community. These equipment-trust certificates could also be issued in conjunc- 
tion with the Federal loan-insurance pian put forth above. 

We small-business men also need a more equitable tax situation, as we Cer- 
tainly are being discriminated against in favor of larger firms. The worst 
example is the depletion allowance in the oil industry, the theory being, as I 
understand it, that it is compensation for the depletion of a natural resource. 
Oil, to my mind, is not a resource; it is a geological accident, and we people are 
the real resources of this country. 

The sniall-business man must have some consideration or he will become the 
new vanishing American. For why else should we go through the agonies of 
trying to be in business for ourselves when it is apparently much easier and 
rewarding to hide in the security of the womb of the mammoth corporation 
whose personnel ¢ often lack the ingenuity of small people developed through 
necessity, but just creates the mediocrity of momentum and office politics. 


Senator Javits. We will put in the record the statements of some 
who could not appear today: 

Carl E. Fribley, Cadillac, Pontiac, and GMC truck dealer, Norwich, 
HN, ¥. 

Jacquin D. Bierman, partner, J. K. Lasser & Co., New York City 

August E. Schneider, president, August Thomsen & Co., Inc., 488 
Woodward Avenue, Brooklyn, #6 Z: 

Louis Sellinger, Plymout! 1 Carpet Co., 120 East 25th Street, New 
York City. 

Clarence A. Isaac, president of Graphic Information Service, Inc., 
17 East 45th Street, New York City. 

John W. Douglas, president, Republic Foil & Metal Mills, Inc., 
Danbury, Conn. 

Peter M. Maggi, president, Perfection Blue Print Co., Inc., 11 East 
44th Street, New York City. 

Lewis A. Freeman, certified public accountant, representing the 
National Businessmen’s Council, New York City. 

Leonard Mason, public accountant and financial management con- 
sultant, 302 Eastern Parkway, Brooklyn, N. Y. 

The record will be kept open to receive any additional statements. 

Statement by Landman J. Henry, attorney, subsequently submitted, 
appears on page O87. 

T also note for the record a telegram transmitted to the chairman of 
the subcommittee, Senator Smathers, regretting the inability to be 
here today, but expressing appreciation for allowing New York’s 
small-business men to express their views to the committee, signed 
by Congressman Edwin B. Dooley, of New York. 

(The statements and telegram referred to are as follows :) 


STATEMENT oF Cart E. Fristey, CADILLAC-PoNTIAC-GMC Truck DEALER, 
NorwicH, N. Y. 


Mr. Chairman and gentlemen of the committee, my name is Carl FE. Fribley. 
I am and have been an automobile dealer for the past 26 years in Norwich, N. Y., 
a city of approximately 10,000 population in the center of New York State. 
It is a real pleasure to appear before your committee to testify on the impact 
of Federal taxation upon the automobile dealer and small business in general. 
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As the immediate past president of the National Automobile Dealers Associa- 
tion, whose membership comprises almost 30,000 of the 40,000 new-car franchised 
dealers in our Nation, I had occasion to visit and speak in many of our States, 
during my term of office in 1956. In this way I contacted many thousands of 
dealers throughout the country. 

The new-car dealer has had many problems the past few years some of Which 
were brought to the attention of the Congress of the United States during the 
year of 1956. The great Senator from the State of Wyoming, the Honorable 
Joseph C. O’Mahoney in collaboration with his distinguished colleague in the 
House, a Congressman from my own State, the Honorable Emanuel Celler, fought 
for the passage of most important legislation known as the O’Mahoney-Celler 
bill. It was signed into law by President Eisenhower in August of 1956. 

This bill is truly the “Magna Carta” of the retail automobile business. It 
equalized the bargaining power of small business and big business and provided 
a day in court for the retail automobile dealer. This “good faith bill” did not 
interfere with normal business processes in our industry but simply guaranteed 
to the individual dealer his right to a day in court in the event of cancellation 
of his franchise by the manufacturer, and enjoined both manufacturer and 
dealer to act in good faith. It may seem strange that it was necessary to enact 
such a law but the development of the franchise system by the manufacturers 
over the past 45 years forced the individual dealer to sign away ail legal 
rights in order to obtain a franchise and this bill simply restored this basic 
right of any citizen—a right that even traitors, saboteurs, and criminals have 
always enjoyed in our court system, the right to a day in court. 

Now, while this act was most helpful, it left unsolved many of the basic 
problems in our industry such as bootlegging, cross-selling, and unethical and 
misleading advertising—none of which are pertinent to this hearing of your 
subcommittee. But it also left unsolved one of the most important fundamental 
problems that a dealer has faced in postwar years. I refer specifically to the 
terrific tax burden which has been placed on all small business, of which new- 
car deniers are an important segment. 

The retail automobile dealeer, while a sma!!-business man, is a most devoted 
exponent of the free enterprise system, which under our democratic system has 
built this country into the greatest productive nation in the world. We automo- 
bile dealers will not defer to any group in our devotion and patriotism to our 
country. Nearly 25,000 of us withstood the economic hardships of Wor!d War II 
when new-car production was completely stopped so that our manufacturers 
might devote 100 percent of their efforts to building war material. Dealers faced 
a long 4 years of attempting to keep our businesses intact without product to sell. 
We expanded our service operations to further the war effort so that we might 
take care of the millions of automobiles and trucks operating in this country. 
The great war plants that were built in the cornfields outside the major cities 
of America could never have been imanned and staffed without the motor vehicle. 
No public transportation facilities were available. The dealers of America de- 
voted 100 percent of their time to keeping the cars and trucks of the employees 
of these plants, which were so desperately needed for war production, in running 
condition. I told Senator Monroney’s committee in Washington last year, “truly 
the automobile dealers and mechanics of this country are the unsung heroes of 
World War II.” 

It is not my intention to elaborate on all of the many inequities the present 
tax structure imposes on small business. You have and will hear many able 
expositions on this subject. I would rather, today, restrict my testimony to just 
one point—the impact of taxes on retained earnings of automobile dealers and 
other small business, 

Since the resumption of automotive production after World War II. it bas 
been most difficult for anyone starting in business to accumulate working capital 
through retained earnings because of the excessively heavy income tax. Every 
giant business in the country today started off as a small business and the hun- 
dred leading corporations in this country would never have been able to develop 
into their present size and financial stability under present tax laws. Through- 
out the history of our Nation, until recent years, the small-business man wnder 
then favorable tax laws, was able to retain sufficient earnings aud t> be able 
to make additional investments in plant equipment and manpower, thereby 
building his small business to big business. This is an economic heritage that 
must be protected and passed on te present and future generations. 

For this reason I would like to comment. on H. R. 5735, a bill introduced in 
the Ist session of the 85th Congress in the House of Representatives by Con- 
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gressman Curtis of Missouri and in the Senate by your distinguished colleague, 
Senator Potter of Michigan. 

Here are some specific examples of the impact of Federal income taxes on 
several small-business groups in my own community. They are typical of liter- 
ally millions of other small businesses all over this Nation. 

1. The Benedict Corp., an automobile dealership of which I am the president 
and principal stockholder, during the past 10 years has earned before taxes 
$255,259. During this period we paid a tetal of $128,905 in taxes and retained 
$126,354. The automobile business is a fast growing industry and it is necessary 
to constantly increase net working capital in order to expand operations. Yet 
we paid in the past 10 years $2,551 more in taxes than we retained as earnings. 

If H. R. 5735 had been in effect, we could have retained $51,052 more (under 
the bill’s provision that before taxes 20 percent per year of the profits or $30,000, 
whichever is the lesser, may be reinvested in equipment or inventories and not 
be subjeect to taxes). This saving would have reduced our income taxes by 
$22,973 and actually given us $200,379 of retained earnings during this 10-year 
period instead of the $126,354 actually retained. It would have increased our 
retained earnings available for expansion by 58.6 percent. 

2. Another example of a small-business organization suffering under the heavy 
and punitive Federal taxes is General Laboratory Associates, Inc., of Norwich, 
N. Y., an aireraft ignition company. In 1948 four young engineers who had been 
working with Scintilla Magneto, of Sidney, N. Y., a division of the giant Bendix 
Corp. (which, incidentally, produced more than 95 percent of all the aircraft 
ignition systems on planes produced in the United States in World War IT), 
pooled their resources, mortgaged their homes, borrowed on their insurance 
policies, and raised $39,760 to start this small business. Because of the Scintilla- 
Bendix monopoly, the United States Government was deeply interested in the 
development of additional sources of supply for aircraft ignitions and encouraged 
this group and others to start manufacturing and engineering organizations 
specializing in this field. Our Government was not interested in price competi- 
tion, but in the competition of engineering brains and resourcefulness. During 
the 10 vears that Generzl Laboratory Associates has operated over 96 percent of 
their business has been Government business and subject to renegotiation. Yet, 
no Government money or Government aid was offered or given these four young 
men to start this business. 

Investments by private individuals in our community augmented this original 
investment and helped this company through its first few years, until today 
private investors have put $924,280 into the capital stock of this company. 

Now, let us look at the effect of our inequitable Federal income-tax structure on 
this company. During these 10 years General Laboratory Associates has paid 
in Federal income and excise taxes $1.194.420 and retained only $806,019—surely 
an unreasonable tax load to place on this small business. This retention, while 
appearing large to some, is not enough to permit rapid growth, which is required. 
Had H. R. 5735 been a law, this company would have retained an additional 
$188,513, which, added to the tax saving of $113,107, plus the actual retained 
earnings, would have resulted in $1,107,638 retained earnings instead of $806,019. 

In 1947 this company started with 6 employees with an average annual pay per 
employee of $1,865. In their fiscal year ending in 1957 they employed 3889 
workers, with an average annual pay per employee of $4,228. What a wonderful 
contribution they have made to this community, but, unfortunately, at what a 
heavy price in Federal income and excise-profits taxes. 

3. Another small business in Norwich, N. Y., with which I am familiar, is 
Bennett-Ireland, Inc., a metal-fabricating manufacturer. Their story follows a 
similar pattern. This company was started from scratch in 1927 and was really 
a small-business operation until World War II. Then, by taking some of the 
load of war production, through subcontracting with General Electric, a prime 
contractor, this organization multiplied itself 10 times within a few years. 
Additional capital was required, and again it was furnished by local individuals, 
with no aid or money coming from our Government. By 1953 $475,000 repre- 
sented the investments of private individuals in capital stock, and only $141,148 
in earned surplus or retained earnings. Now follow the impact of the present 
Federal income taxes on this small business. During these past 5 years this 
company earned $427,378 and paid out in taxes $205,153, leaving net earnings 
retained of only $222,225. If H. R. 5735 had been in effect, this company would 
have retained during this period tax free $85,476, plus an attendant tax saving 
of $42,738, making a total of $350,429 retained earnings instead of $222,225. 
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Again, some may say this is a sizable sum, but the requirements for growth and 
expansion make it inadequate to meet their needs. 

Gentlemen, it is absolutely essential to our Nation’s future that small business 
be allowed to retain its “seed corn.” History recalis the desperate plight of our 
hardy forefathers in New England during their first years of colonizing this 
country when Governor Bradford recorded in his diary that they were “forced 
to eat their seed corn.” 

Retained earnings reinvested in additional facilities, equipment, and man- 
power is the “seed corn” of small business. If it is eaten by excessive and heavy 
taxation, small business will wither and die. If, on the other hand, small busi- 
ness is permitted to retain a small percentage of earnings tax free provided it 
is reinvested in the business, you will soon see a healthy and strong economy— 
sparkplugged by over 4 million small-business men in our country. 

This country needs the efficient production capacity of big business but over 
4 million small-business men are just as essential to the future growth and 
welfare of our Nation—small business is severely handicapped, held back, and 
penalized by our present Federal income tax laws. Small business desperately 
needs intelligent and far-seeing legislation to remove these handicaps. Over 
4 million small-business men hope and pray your hearings this fall will be 
productive and that corrective measures will be forthcoming early in the 2d 
session of the SSth Congress. 

I thank you. 


STATEMENT OF JACQUIN D. BieERMAN, PARTNER, J. K. LAsser & Co., New York, 
N; % 


Mr. Chairman, my name is Jacquin D. Bierman. I am a partner in the ac- 
counting firm of J. K. Lasser & Co., New York, N. ¥. Our office represents a 
considerable number of magazine publishers, both large and small. I am speak- 
ing particularly on behalf of the Associated Business Publications, Inc., the 
National Business Publications, Inc. and the Agricultural Publishers Associa- 
tion, all associations of magazine publishers. The majority of their numbers 
would be described as “small businesses.” 

Proper tax accounting rules correctly reflecting income have become in- 
creasingly vital to these publishers. And particularly important are the prin- 
ciples relating to prepaid income, which for publishers is represented by prepaid 
subscriptions. 

This is why magazine publishing income comes from advertising, from news- 
stand sales and from subscriptions. Advertising income only rarely is received 
in advance. Newsstand income is, of course, current. Business papers are 
rarely sold on newsstands. 

Business and farm magazine subscriptions are usually paid in advance or 
upon billing, and never over the period during which the magazine is delivered. 
Business-paper subscriptions normally range from 1 to 3 years. For farm 
magazines, they may run longer. 

When a subscription is sold, the publisher immediately assumes a liability 
for service over the term of that subscription—perhaps 3 years. This liability 
not only extends to the actual publication and delivery of the magazine, but 
could also result in an actual cash refund for the unearned portion of the sub- 
scription in the event of cancellation, or cessation of publication. 

Subscriptions paid in advance are, therefore, in the nature of deposits. They 
are earned over a period of time as each issue of the magazine is published and 
as substantial fulfillment costs (editorial, paper, printing, and delivery) are 
incurred. 

To reflect income properly, prepaid subscriptions should thus be reported 
when earned. This is sound, normal, and conservative accounting practice un- 
der the accrual method of accounting. It is the proper economic basis for 
showing annual earnings. To tax this advance payment before it is earned is 
a distortion in the annual pattern of income. 

Nevertheless, in 1938 the Internal Revenue Service ruled (GCM 20021 1938-1 
C. B. 157)) that prepaid subscriptions were taxable to a publisher in the year 
of receipt. Permission to report such subscriptions over the period earned was 
denied on the basis of the so-called claim of right theory. Under this doctrine 
advance payments, received with an unrestricted claim, were said to be taxable 
in the year of receipt whether then earned or to be earned, whether the tax- 
payer was on the cash or accrual basis, and whether all or part of the payment 
might have to be repaid. 
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However, some publishers had customarily deferred prepaid subscriptions 
over the term during which the magazine was delivered. In 1940, the Internal 
Revenue Service extended permission to such publishers to continue to use the 
deferred method of reporting prepaid subscriptions (I. T. 3369 (1940-1 C. B. 
46)). 

Since 1940, then, this situation has existed: 

Publishers which prior to 1940 reported prepaid subscriptions on the deferred 
method could continue to do so. These were normally the larger national cir- 
culation general magazines and the larger metropolitan newspapers. 

Publishers which, prior to 1940, paid income tax on prepaid subscriptions, as 
received, were compelled to continue this practice. Indeed, prior to 1940, the 
Internal Revenue Service had required some publishers to change from the 
deferred method to the current method, and these publishers received no aid 
from I. T. 3369. 

Publishers starting new magazines after 1940 had to report prepaid subscrip- 
tions as income when received. 

But even here, there was no consistency. For in several instances, prior to 
the Internal Revenue Code of 1954, the Internal Revenue Service had permitted 
by unpublished ruling certain publishers which had previously reported prepaid 
subscriptions in the year received to change to the deferral method of reporting 
such income. 

Business magazines are specialized publications, and their readership repre- 
Sents a carefully selected group of persons. Individually, each is relatively 
small as magazines go. The average circulation would be about 20,000, but the 
range could be from 2,000 to 110,000. In the aggregate, the business papers of 
America represent a large and very important segment of the publishing 
industry. 

Over the past decade and a half, the paid circulation of these magazines has 
increased substantially. The number of long-term subscriptions in excess of 1 
year has likewise increased. 

Consequently, while tax accounting for prepaid subscription income was not a 
serious practical problem for business papers some 15 years ago, it is of vital 
importance teday. Farm papers (in essence business papers for the farmer) 
have a larger circulation, but are faced with the same basic facts. 

There are substantial costs incurred in publishing, printing, and delivering 
each copy of a magazine. Immediate taxation of prepaid subscription attribut- 
able to future issues represents an anticipatory tax upon future earnings. 
Working capital required for future issues is currently depleted. Publishers 
which cannot defer prepaid subscriptions are placed at a severe competitive dis- 
advantage as against those which can. Historical and fortuitous usages dictate 
consequences rather than consistency and fairness. 

In this context, the enactment of section 452 of the Internal Revenue Code 
of 1954 was especially equitable to the publishing industry. It swept away past 
inconsistencies. It placed all publishers on a comparative tax basis. And it 
extended true principles of accrual tax accounting to the publishing industry. 

Actually, it is somewhat inconceivable that the claim-of-right doctrine should 
have been applied to the publishing industry at all. The foundation for the 
claim-cf-right theory was established by the Supreme Court in North American 
Oil Consolidated v. Burnett ((1932) 286 U. 8S. 417) and Brown v. Helvering 
( (1934) 291 U. 8.193). But neither of these cases, indeed none decided by that 
Court, involved the current taxability of advance payments for future services. 
And it is quite clear that it would be unconstitutional to tax advance payments 
for goods or property to be sold in the future prior to the recovery of the cost 
of such goods. The Federal income tax is not based on gross receipts (Veenstra 
é& DeHaan Coal Co. (1948) 11 TC 964). 

There are only two reported cases involving the proper method of reporting 
prepaid subscriptions by a publisher on the accrual basis. One is Bradstreet 
Co. of Maine ((1931) 23 BTA 1093 (rev’d other grounds, 1st Cir. 1933, 65 Fed. 
(2d) 1943)). The Board there refused to authorize a change to the deferral 
method because under the facts peculiar to that publisher, there was no proof 
of the income allocable to particular subscriptions. It said, however: 

“We agree that if a proper portion of the total subscriptions could be de- 
ferred, income would be more clearly reflected, but we cannot agree that it 
would be proper, in reporting its income for the years in controversy, to defer 
the accrual by accruing one-twelfth of the amount of each subscription in each 
of the 12 months covered by the subscription. * * * The situation here is a 
complicated one. If the amount of income from any particular subscription 
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which is earned in each of the 2 years involved could be determined, it would no 
doubt be proper to make an allocation on that basis.” 

More recently, the 10th Circuit on Beacon Publishing Co. v. Commissioner (218 
Fed. (2d) 697) held that the only proper method for an accrual basis publisher 
to report prepaid subscriptions was over the period of the subscription. It said 
that a change in reporting prepaid subscriptions in the year received to the de- 
ferred method was not a change in accounting method, but rather a correction 
of an erroneous method. No permission from the Internal Revenue Service was 
therefore required. It pointed out that the claim-of-right theory was essentially 
devoted to determining whether receipt represented income. It did not extend 
to the timing of such income which must be geared to a taxpayer’s accounting 
system. The Court indicated that the advance taxation of a prepayment of in- 
come would destroy the principles inherent in the accrual method of accounting. 

The Treasury Department has not appealed the Beacon case to the Supreme 
Court. 

Recently the Supreme Court has rendered an opinion in the Automobile Club 
of Michigan (353 U. 8. 180 (1957)). That case involved the taxation of auto- 
mobile club dues paid in advance. For years, the club had credited dues to an 
account designated “unearned membership dues,” and transferred them to in- 
come ratably over the membership period. The Supreme Court refused to 
sanction this method. Its conclusion, however, was not based upon the claim-of- 
right doctrine. Rather, it was predicated upon the lack of proof that the mem- 
bership dues for services to be performed were earned ratably. In footnote 20, 
the Court expressiy left open the situation presented by magazine publishers, as 
set out in the Beacon case. The Court said: 

“Beacon Publishing Co. v. Commissioner (218 Fed. (2d) 697) and Schuessler 
v. Commissioner (230 Fed. (2d) 722) are distinguishable on their facts. In Bea- 
con, performance of the subscription, in most instances, was, in part, necessarily 
deferred until the publication dates after the tax year. In Schnessler, perform- 
ance of the service agreement required the taxpayer to furnish services at speci- 
fied times in years subsequent to the tax year. In this case, substantially all 
services are performed only upon a member’s demand and the taxpayer’s per- 
formance was not related to fixed dates after the tax year. We express no 
opinion upon the correctness of the decisions in Beacon or Schuessler.” 

It would appear, then, that the Supreme Court has not countenanced an ex- 
tension of the claim-of-right doctrine to all advance payments. Since subscrip- 
tion income by its very nature is earned ratably over the life of the subscription 
as the magazines are delivered, it would appear that the rule of the Beacon case 
is well within the rationale of the Supreme Court. 

Despite protests by the publishing industry and others, Public Law 74 (84th 
Cong., 2d sess.), enacted June 15, 1955, repealed sections 452 (relating to prepaid 
income) and 462 (relating to estimated expense). This repealer was clearly 
designed only to be temporary. The Committee on Ways and Means, at page 4 
of its Report No. 293 (84th Cong., lst sess.) accompanying H. R. 4725, indicated 
that it asked for solutions to the problems presented as soon as possible, and 
on March 23, 1955, it announced the adoption of a resolution to that effect. 

The Committee on Finance in its Report No. 372 accompanying the same bill 
said at page 6: 

“Your committee desires to make its position clear that it expects to report 
out legislation dealing with prepaid income and reserves for estimated expenses 
at an early date. As indicated above, the existing rulings of the Treasury 
Department and the court decisions dealing with estimated expenses and prepaid 
income are now in such a state of confusion and uncertainty that in the epinion 
of your committee legislative action is required on these subjects. In addition, 
your committee believes that it is essential that the income-tax laws be brought 
into harmony with generally accepted accounting principles. Moreover, your 
committee believes that the present status, where some taxpayers are able to 
defer prepaid income while others are not, is inequitable and should not be 
allowed to continue. In order to eliminate this uncertainty and discrimination, 
definite rules must be written into the income-tax law. For these reasons, your 
committee plans to begin studies in the near future to devise proper substitutes 
for the sections now being repealed.” 

Specifically with respect to publishers the report said at page 5: 

“The status of prepaid subscription income will also be uncertain as the 
result of the repeal of section 452. In income-tax ruling 3369 (1940-1 C. B. 46) 
the Treasury ruled that publishers of periodicals on the accrual basis, who over 
a period of years for tax purposes had consistently deferred the reporting of 
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prepaid income would be permitted to continue to file their tax returns on this 
basis. Moreover, one witness appearing before your committee stated that some 
of the rulings on prepaid subscription income granted in recent years have 
permitted the taxpayer to defer prepaid subscription income even though the 
taxpayer had not reported his income for tax purposes in the past on this basis. 
Another aspect of the uncertainty with respect to subscription income if section 
452 is repealed arises from a recent circuit court decision in Beacon Publishing 
Company v. Commissioner (C. C. A. 10th, January 3, 1955). The court in this 
case held that the deferral of prepaid subscription income was in fact proper 
under the accrual method of accounting. The Secretary of the Treasury in the 
letter previously referred to which he sent to the chairman of the House Com- 
mittee on Ways and Means indicated that the repeal of section 452 would not 
be taken as an indication by the Treasury Department of congressional intent 
as to the proper treatment of prepaid subscription income under prior law or 
under other provisions of the 1954 code. He also indicated that the repeal of 
section 452 will not be considered by the Department as either acceptance or 
rejection by Congress of the decision in Beacon Publishing Company vy. Commis- 
sioner or in any other judicial decisions. It has come to your committee’s 
attention that the vast majority of publishing concerns having prepaid income 
are already deferring their income with Treasury approval. It is recommended 
to the Treasury Department that it modify its published ruling to the end that 
the remaining publishers may be entitled to defer prepaid subscription income so 
that they may be placed upon a fair and equitable basis.” [Emphasis supplied. ] 

Permission has been requested by some 20 publishers to change their method 
of reporting prepaid subscriptions to the deferred method. The Internal Revenue 
Service, by unpublished ruling, has refused such permission and has advised that 
it will not abandon the principles of income-tax ruling 3369. It now apparently 
desires to await remedial legislation, despite the recommendation of the Com- 
mittee on Finance and despite the fact that prior to the Internal Revenue Code 
of 1954 rulings had been granted permitting certain publishers to make the 
change. 

No new legislation replacing section 452 has been enacted. On January 16, 
1957, H. R. 3104 was introduced to reenact retroactively the principles of section 
452 with respect to income from newspaper and periodical subscriptions, from 
rents, or from dues or fees received from members by a nonprofit association 
whose principal activity is providing services to its members. The substance of 
this bill, however, has not been included in H. R. 8381, the technical amend- 
ments bill of 1957, now pending in the Committee on Ways and Means. 

Publishers which had deferred prepaid subscriptions under section 452 find 
themselves in a dilemma. The Internal Revenue Code of 1954 was enacted 
August 16, 1954. Some 7 months elapsed before H. R. 4725 was introduced to 
repeal that section, and some 9 months before the repeal was enacted. During 
this time, many business commitments were based on a financial position reflect- 
ing, for the first time, prepaid subscriptions taken into account on a deferred 
basis. Budgets and cash flows were projected and bank commitments were made. 
Dividend policy was established. Bonuses and other compensation arrange- 
ments were agreed upon. Negotiations and plans were entered into looking 
toward new publications and expansion. 

The retroactive repeal of section 452 threw all of these into uncertainty. 
Public Law 74 required a statement, having the effect of an amended tax 
return, to be filed by December 15, 1955, showing the increase in tax due because 
of the repeal of section 452. It attempted to offer taxpayers an opportunity 
to escape technical traps set by the late repeal of section 452. But this attempt 
merely extended the date to December 15, 1955, by which certain payments or 
distributions could be made in order to obtain an appropriate deduction. 

Obviously, Public Law 74 could not assist a publisher which did not have the 
funds available to pay the extra tax. It could not help the situation where 
by December 15, 1955, a publisher might have to pay (1) its estimate of tax for 
1956, (2) its extra tax for 1955, (8) a late dividend to escape a potential ret- 
roactive accumulated earnjngs penalty for 1955, and mjght have to accumu- 
late funds for, (4) a March 15, 1956, payment of 1955 tax, and (5) a dividend 
for 1955 by that time. Public Law 74 could not help the publisher which com- 
menced the publication of a new magazine, bought a new publication, or ex- 
panded its operation. 

Public Law 74 does not cure all the technical traps created by the repeal of 
section 452. 
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Public Law 74 does not correct injustices to an employee or stockholder re- 
ceiving bunched income in 1955, because of additional bonuses or dividends for 
1954 received by December 15, 1955. 

The December 15, 1955, date in Public Law 74 is of no significance in the de- 
termination of whether to file consolidated returns. No new election to file sep- 
arate returns was available for 1954 or for 1955 because of the repeal of section 
452. Although the time for filing consolidated returns for calendar 1954 was 
extended to September 15, 1955, by Revenue ruling 55-174 (1955-1 C. B. 141; 
March 14, 1955), the consolidated returns regulations were not promulgated 
until August 24, 1955, and the ruling explaining the effect of the repeal of sec- 
tion 452 upon consolidated returns was not announced until March 5, 1956, in 
Revenue ruling 56-68 (1956 IRB No. 10, p. 11). 

In addition, if affiliated corporations had filed separate returns, and by Sep- 
tember 15, 1955, did not elect to file a consolidated return, Public Law 74 did 
not afford the opportunity to do so by December 15, 1955. 

The Beacon case was decided on January 3, 1955. By its authority prepaid 
subscriptions are income on the accrual basis only when earned. Publishers were 
therefore faced with the problem whether to follow that decision or whether 
to adjust their returns to reflect the repeal of section 452. The Treasury Depart- 
ment has refused to recognize the holding of the Beacon case. And it has 
refused to grant publishers requesting formal permission to change to the de- 
ferral method of reporting prepaid subscriptions the right to do so. 

Many 1954 income-tax returns are now being examined. Publishers which 
have relied upon the Beacon case and upon the promise of corrective legislation 
are being threatened with deficiencies and interest. 

Legislation is badly needed, effective with the Internal Revenue Code of 1954. 

All publishers must be placed on the same basis currently. Those which have 
been prepaying taxes on prepaid subscriptions must be permitted to catch up 
with those historically permitted to defer such income. This can all be accom- 
plished simply by reenacting section 452 as respects payments received in 
advance for subscriptions to periodicals and newspapers to be delivered in the 
future. 

There should be no transition year problems. H. R. 3104 recognized none. 
There is no income escaping tax by permitting currently received prepaid sub- 
scriptions to be deferred. Tax has already been paid in prior years on pre- 
paid subscriptions received then. Certainly they should not be taxed a second 
time. Tax on the prepaid subscriptions currently deferred will be paid in the 
future as it is earned, And uniformity of taxation will be available to all pub- 
lishers. 

Since taxes on subscriptions previously received but currently earned had 
previously been paid in advance, there is actually no transitional year “revenue 
loss.” There is simply a long-overdue readjustment. And since it has been 
estimated that about 95 percent of all prepaid subscription income is reported 
on the deferred basis, any readjustment should be comparatively small. 

No one seriously questions the equity of removing the present tax discrimi- 
nation between publishers. We respectfully ask that it be done soon, and that 
it be made retroactive to years previously governed by section 452. 


STATEMENT OF AUGUST E. SCHNEIDER, PRESIDENT, AUGUST THOMSEN & Co., INC., 
BROOKLYN, N. Y. 


Mr. Chairman and members of the Senate Small Business Committee, I thank 
you for the opportunity to appear before this committee. 

I am August Schneider, president of August Thomsen & Co., Inc., Brooklyn, 
N. Y., which manufactures cake ornamenting and pastry cones. We employ 30 
men and have an annual gross sales of $350,000. The company was established 
in 1907. 

During the heart of the depression, our company manufactured a cookie press 
in addition to its regular cake decorating line. The demand for this press was 
so overwhelming that the factory worked two shifts through 1931 and 1982. 
Because of the difficulties of securing raw materials during World War II, this 
item was discontinued. 

Due to continued prodding of our customers, we have been considering pro- 
ducing the cooking press once again. In order to do so, we arrived at some 
harsh facts. The initial investment for raw materials and modern machinery 
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would necessitate a loan of $150,000. The bank would require 6 percent interest 
or $9,000 per annum. This extremely high rate is in itself a serious problem, 
and even more serious is the ability to secure the loan. 

However, as serious as this obstacle is, the problem is realizing a modest income 
from this expansion over and above the interest rate makes the expansion pro- 
hibitive in view of today’s high discriminatory tax-rate structure. 

My brother, Henry Schneider, and I own this business. We are making a 
satisfactory living with our regular line of cake-decorating utensils. We would 
like to make this expansion in order to guarantee the continued growth of this 
business, and to further secure its existence with this cookie press. No business, 
small or large, can hope to maintain its existence if it remains stagnant. If this 
expansion were realized, we would increase our employment by 20 men, the large 
majority being unskilled labor of which Brooklyn has a surplus. 

What I am trying to say, gentlemen, is in view of the high interest rate we 
must pay, plus the payment on the retirement of the loan, when added to the 
exhorbitant tax rate now in existence, my brother and I seriously wonder if 
such a step would allow enough additional income for us to warrant the risk, 
problems and the headaches that this expansion would entail. 

We are not seeking a special tax concession for small business, nor for any 
other special group. Special tax concessions have been made in the past to 

various groups in our economy. sv giving these concessions, our leaders in 
effect have admitted that our regular tax burden was too great for these groups. 
Now this committee is studying how it can make special tax concessions to small 
business. What group in our economy will be considered next? 

We, as well as the farmers, oil companies, and defense plants, in fact all seg- 
ments of our economy, need real help in the form of a realistic revision of our 
entire tax structure. 

We do believe that a realistic view has been achieved in the tax bills intro- 
duced by Congressman Sadlak, of Connecticut, and Congressman Herlong, of 
Florida, where the basic individual tax rates are reduced and thereby encourage 
the small-business man to expand and make a healthier economy for the entire 
Nation. 

My brother and I feel that in a free nation which has grown to be the greatest 
Nation in the world under a free enterprise system, its leaders should bear in 
mind that we can only realize future growth if the tax-rate structure allows and 
encourages such growth. 


STATEMENT BY Louis SELLINGER, PROPRIETOR, PLyMouTH CARPET Co., 
NEW YORK 


My name is Louis Sellinger, proprietor of the Plymouth Carpet Co., (120 Exst 
25th Street, New York, N. Y.). I have been in business since 1940. 

My firm deals strictly with industrial and commercial accounts. It is not 
involved in retailing to the general public. I have four salesmen on my staff, 
but we utilize outside agencies to install carpeting for the accounts we place. 

My suggestions on possible methods of tax reform are based primarily on the 
fact that my company is not incorporated. Many of the tax-relief proposals I 
have read about in the newspapers, including that of the Senate Small Business 
Committee chairman, aim at assisting small business through some change in 
the current corporate tax structure. Entirely aside from the merits of each 
such proposal, none would either affect or assist my company. 

I believe my tax status as a small-business man, in this regard, is not unique. 
In fact, former Secretary of the Treasury George M. Humphrey pointed out to a 
meeting of the Senate Committee on Finance on March 19 of this year that 
“about 85 percent of small-business firms are proprietorships and partnerships 
and are not taxed as corporations.” And the then Secretary of the Treasury 
further emphasized that proposals which aim at helping small business through 
altering the present corporate tax-rate structure “directly discriminate against 
the overwhelming majority of small businesses which are not conducted as cor- 
porations.” 

I started my company in 1940 with my personal savings; and savings have 
remained the key to my business operations right up to the present day. The 
carpet business, as you gentlemen know, is a highly competitive one with small 
profit margins. In addition, servicing industrial and commercial concerns as my 
company does means I have to carry large-scale project financing before receiv- 
ing payments, because installations take up to 2 months. 
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While such financing necessitates my having to depend in part on bank credit, 
I would like to point out that even the bank uses my assets as a measuring stick 
in determining how much I can borrow. Not too long ago, I had cut back on 
the amount of business I was handling because my personal assets and credit 
were becoming overextended. 

Now you may ask what all this has to do with tax rates. Simply this: While 
I realize that high taxes are required to meet the many obligations of the Fed- 
eral Government, both domestic and international, I feel that the sharp climb 
of surtax rates on personal income in the middle-income ranges works a particu- 
larly severe and unjust hardship on the millions of small-business men who, like 
myself, are unincorporated. 

I would like to point out that at only $8,000 of taxable income, the tax rate 
already hits 84 percent. Even corporations pay only 30 percent up to $25,000. 
If, as former Secretary Humphrey says, 85 percent of all small-business men are 
not taxed as corporations, then it would seem to me that this committee whose 
main purpose it is to assist small business could achieve the greatest good for 
the greatest number by working to reduce surtax rates on personal income, par- 
ticularly in the middle-income brackets—the category in which small business 
mainly falls. 

I would like to point out that if such surtax rates were reduced, I could plow 
the money saved from such reductions back into my business for expansion. I 
would thus be able to handle more orders; thereby hiring more salesmen on my 
staff and enabling agencies which do my installations to hire more craftsmen 
for their end of the business. 

On this point, I would like to comment on a question raised in the memoran- 
dum sent me by the committee staff. The staff memorandum invited comment in 
a number of areas, one of which involved partnerships and proprietorships 
electing to be taxed as corporations. 

I personally would favor such a provision, provided the proprietorship was 
free to choose the timing of this changeover. 

However, I feel that the basic need is a reduction of surtax rates on personal 
income and I would not wish to see this committee or Congress introduce 
“gadgets” into a reform bill at the expense of meeting the cardinal problem of 
rates head-on. 

Now I do not picture myself as an expert on taxes and I hope that in my 
comments I have not left this impression. Still, I take interest in the subject 
and read carefully materials on the subject of tax-reform proposals which I 
run across in my daily newspaper or business reports. 

I have been particularly impressed by a bill, H. R. 9119, which was introduced 
in the House by Representative Herlong, a colleague from Florida of today’s 
chairman, Senator Smathers. The Herlong proposal is identical with a bill 
introduced by Representative Sadlak, of Connecticut, who, like the Congressman 
from Florida, is a member of the taxwriting House Ways and Means Committee. 

The Sadlak-Herlong bill, to me, gets at the heart of the problem by proposing 
the reduction of all rates for all taxpayers, starting at the base 20-percent rate. 
It also guards against stripping the Federal Government of needed revenues 
through depressing spending levels or binding its hands in the event of a sudden 
emergency. I would recommend the bill to this committee for serious study and 
consideration. 

One final word. I notice among the subjects itemized in the committee memo- 
randum for our appraisal one involving tax relief through increase in personal 
exemptions. This, in my mind, is granting “token” relief to small-business men 
through a “gimmick” which would remove, according to a congressional study, 
more than 5 million taxpayers from income-tax rolls and consequently narrow 
the tax base. It is a matter of recent history that the middle-income groups 
have sustained the sharpest tax-rate rises since 1939, and it seems to me that 
common justice would dictate some substantial consideration be given to these 
groups now when tax relief is being contemplated. 

I would like to thank this committee for its courtesy in hearing my views. 


STATEMENT OF CLARENCE A. ISAAC, PRESIDENT, GRAPHIC INFORMATION SERVICE, 
Inc., NEw YorK, N. Y. 


My name is Clarence A. Isaac, and I am president of Graphic Information 
Service, Inc., whose offices are at 17 East.45th Street, New York City. Our 
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company has 15 employees and can be classified as a service-type business, since 
we have neither production facilities nor do we sell a product which we, our- 
selves, purchase and stock. 

Ours is a new company, only 3 years old; and I suppose that our problems 
in financing operations and looking toward expansion are not unique among 
small beginning enterprises. However, for this reason, you may be particularly 
interested in my views on current tax regulations and my suggestions for the 
kind of tax relief small-business men need. 

Oftentimes small business is considered as petit business—that is, as people 
engaged in petty cash transactions. This is far from the truth. Relatively 
large sums of money can be involved in small-business enterprise. 

My own company is dependent for its revenue on a few large accounts during 
the course of a single year. Why we are successful in obtaining such accounts 
the earnings of myself and my colleagues reflect themselves in surtax charges 
in our personal income-tax brackets. 

However, and this has happened, during the following year, we may lose 1 or 
more accounts suddenly and most of our projects are 1-time shots. We are then 
really in a desperate pinch for money to survive. Where can we go? 

Once a business has become large and established, financing for survival does 
not pose so impossible a situation. A larger business may enter into bonded 
indebtedness or sell additional shares. We cannot. 

Because in the nature of our enterprise we have no fixed assets, as such, we 
find it next to impossible to obtain bank credit on the company, itself, either to 
tide us over or to spend the thousands of dollars required to prepare presenta- 
tions with which to hunt out and obtain new accounts. In such cases, we are 
required to either dip into our personal savings or to obtain bank credit on our 
personal, rather than corporate, signature. 

Thus, we find ourselves in a position of having to pay high surtax rates on 
personal income in a good year, thereby seriously reducing our ability to put 
aside savings for a lean year which may unexpectedly face us. 

Thus far, I have discussed the need for a reserve fund to meet sudden 
emergencies in operations. We also need such funds for potential expansion 
and the risks which accompany such attempts. 

In our program we have to make preliminary presentations on strict specula- 
tion that cost us in total figures in four digits. These presentations are in the 
hands of potential clients for months before an order is placed and a return 
realized. And sometimes the presentation is eventually rejected by the potential 
client with the total investment subsequently lost. 

Where do we get the capital for such risk taking? It must come either from 
the profit of other jobs or from the savings of the officers of the corporation who 
invest their personal savings in the company. 

In both instances of survival and/or expansion, the aspect of the current tax 
situation which works the greatest hardship on us is the steep progressive rates 
of income-tax payment. With rates which rise so sharply through the middle- 
income ranges as to hit 34 percent at $8,000 of taxable income and 50 percent 
at $16,000, it is most difficult to acquire personal savings. 

A similar situation obtains with corporate tax rates. Thus far, our corporate 
earnings keep us in the 30 percent bracket, but piled on top of Federal taxes 
come city and State taxes. And if we were to grow by plowing personal 
savings into risk-taking ventures, we would find ourselves paying 52 percent 
in Federal corporate taxes, alone, before being able to accumulate earned sur- 
plus. 

I understand that the chairman of this committee, Senator Sparkman, has 
introduced a proposal which would subject corporate earnings to a full-scaled 
graduated tax, ranging from 5 to 55 percent. Far from solving the financial 
problems of small-business men, such as myself, such a system would merely 
move the corporate aspect of the tax problem into the same troublesome column 
where personal income now rests. And each new bracket would become a 
psychological barrier cautioning against further risk asking or expansion. 

I could comment on other proposals which are before this committee which 
would switch in minor degrees exemptions, normal, and surtax rates, but in 
every case I have read in the newspapers, they have seemed to be “gadgets” 
which do not go to the heart of the problem. 

What I would propose is that Congress give some consideration to the reduc- 
tion of all rates, both personal and corporate, so as to benefit all taxpayers. I 
would particularly urge they give attention to the present surtax rates which 
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rise so sharply through the middle-income ranges; and according to the late 
Senator George, then chairman of the Senate Finance Committee, have jumped 
the most drastically since 1939. 

To this end, I personally find the proposals introduced by Representatives 
Sadlak, of Connecticut, and Herlong, of Florida (H. R. 6452 and H. R. 9119) 
as particularly worthy of this committee’s most serious attention. The Sadlak- 
Herlong bill would reduce all rates, both normal and surtax for personal and 
corporate incomes, over a 5-year period. Tax reductions would be met entirely 
through the increased revenues derived from the normal growth of the econo- 
my, thereby maintaining present Government revenue levels. Postponement 
features written into the bill would enable the Government to meet emergencies 
which may arise without forced reduction of potential spending levels. 

There is a temptation when petitioning Congress for a change in existing 
laws to approach the situation from the strict viewpoint of personal interest. 
I have tried to avoid this in my recommendations today. 

The then Secretary of the Treasury, George M. Humphrey, testified before 
the Senate Finance Committee (March 19, 1957) that “present tax rates are too 
high and would in the long run seriously hamper our vigorous economic 
growth.” “The most important and effective tax change that can possibly 
be made to promote steady economic development,” he noted, “is a reduction in 
all rates for all taxpayers when our fiscal situation permits.” 

While it is true that the provisions of the Sadlak-Herlong bill would aid me 
(as it would every taxpayer, personal or corporate), I think the bill meets 
Secretary Humphrey’s standards of a good tax change because it does reduce 
all rates for all taxpayers. 

I would like, in conclusion, to thank the members of this committee for the 
courtesy extended me in permitting me to submit my views on tax reform. 


STATEMENT OF JoHN W. DouGLas, Presmpent, Repusnic Form. & Meta MILLS, 
INC., VANBURY, CONN. 


My name is John W. Douglas. I live in Brookfield Center, Conn. I am presi- 
dent of Republic Foil & Metal Mills, Inc., producers of aluminum foil which 
is used for protective packaging, electrical capacitors, insulation, and other 
functional and decorative purposes. Our plant and executive offices are in 
Danbury, Conn., where we employ approximately 150 people. 

I appreciate this opportunity to testify before your committee relative to 
the discriminatory and serious impact of the excessive taxation on new and 
small businesses and to offer some proposal for equpitable tax reduction. 

I wish to make clear my philosophy relative to income taxation as it applies 
to all segments of our economy. Individual earnings should be subject to taxa- 
tion on an equitable graduated scale. Business profits should not be subject 
to a graduated tax. No group of individual or corporate taxpayers should be 
the recipients of special benefits resulting from political expediency or pres- 
sure. Excessive rates of taxation, whether levied on corporations or individ- 
uals, stifle initiative, discourage investment, retard growth and endanger 
economic stability and will inevitably result in reduced tax revenue to the 
Government. Corporate income taxes and individual tax rates, especially in 
the higher brackets, are already excessive and must be reduced if we are to 
maintain a sound and expanding economy. 

The timing of tax reduction is vitally important. In my opinion, the Fed- 
eral Government must apply important budgetary economies before tax re- 
ductions can be «ffected However, immediate economies can readily be 
achieved by reducing, and in some cases eliminating, Government programs 
and services including, for example, public assistance, housing development, 
veteran benefits, school and farm subsidies—yes, and even the Small Busi- 
ness Administration. These economy measures will require courage and 
statesmanship on the part of Congress and the administration and wise 
leadership and a willingness to sacrifice immediate personal benefits on the 
part of affected groups. However, I am eonvinced that individuals, small 
business and big corporations all will gain far more by a reduction of Govern- 
ment programs and expenditures and consequent tax reduction than by con- 
tinued paternalistic growth of Federal services at the expense of the taxpayers 
and the ultimate destruction of our free economy. 
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Based upon existing tax rates, it is ‘estimated that Federal tax revenues 
will have increased approximately $11: ‘billion from the fiscal year 1955 
through the fiscal year 1957 and it is conservatively estimated that we can 
expect an annual revenue growth of more than $3 billion based on continua- 
tion. of -present tax rates. Providing the Federal Government only succeeds in 
maintaining its present budget, much less reducing it, both individual and 
corporate taxes can be reduced promptly 

Nearly all new and small businesses obtain their starts and maintain their 
operations during their early years through the investment of venture capital 
by individuals—singly or in groups. Such money will be freely available only 
if the tax laws permit adequate accumulation of wealth to encourage risk. 
Present tax rates on individuals which reach as high as 91 percent make it 
almost impossible to accumulate wealth and, in consequence, the amount of ven- 
ture capital and the incentive to risk are steadily shrinking to the detriment of 
small business. Many leading economists shure my views that the revenue loss 
resuiting from the reduction of taxes to a reasonable figure would be more 
than recovered through the investment of these savings in enterprises which will, 
in turn, stimulate the economy, create jobs and produce more taxable income. 

When individual income taxes are lowered, reductions should apply across 
the board. However, elimination of low-income groups from any responsibility 
to carry a share of the tax burden, while possibly appearing to be politically 
expedient, would be patently undemocratic, inflationary, and contrary to the 
interests of smal! business. 

The problem then is to devise a formula for tax reduction which will stimu- 
late the economy and remove inequitable tax burdens which presently saddle 
small business and certain other segments of our society. On March 28, 1957, 
Representative Antoni N. Sadlak, of Connecticut, introduced in the House of 
Representatives ti. R. 6452. Briefiy, the Sadlak bill provides, over a 5-year 
period, for a gradual reduction of both individual and corporation income-tax 
rates to a maximum of 42 percent. The bill would lower the corporate rate 
from 52 percent to 42 percent by reducing the normai tax rate from 30 percent 
to 22 percent and the surtax from 22 percent to 20 percent. To quote Repre- 
sentative Sadlak : 

“This legislation is primarily designed to moderate the tax impact on in- 
dividuals and on small and growing business, and to eliminate the tax bar- 


rier to starting new businesses. * * The problem is entirely a matter of 
rates.” 
The Sadlak bill avoids the destructive philosophy contained in several bills 


which propose to reduce the normal corporate tax, or extend the base to $100,000, 
while adjusting the surtax upward in order to compelsate for the income thus 
lost. This philosophy of graduated corporate income taxes is contrary to every 
principle of the free enterprise system. It is discriminatory and would destroy 
the incentive toward growth and would sound the death kuel! for small business. 

I strongly urge that the Ways and Means Committee hold open hearings on 
H. R. 6452 at the next session of Cengress. I am confident at, as a result of 
the hearings, the bill will receive the support of leading tax authorities and will 
form the basis of an equitable income-tay law which will bolster our somewhat 
saggy economy and give a new lease to small business. 

Whereas excessive taxation is the major thorn in the side of small business, 
estate taxes are an important source of concern. In many instances, closely 
held businesses must be liquidated or solid at a sacrifice in order to settle estate 
taxes. This tends to discorrage formation ef or investment in such enterprises, 
or may cause the sale of such businesses in the anticipation of death. I strongly 
recommend the alteration of the tax law to permit the payment of estate taxes in 
installments over a period of vears. 

A number of additional changes in the revenue laws may well be advisable. 
These include permission of a limited credit against taxable income for retained 
earnings for expansion of plant and equipment during the taxable year: limited 
deduction for dividends paid or credited; and more realistic depreciation allow- 
ances, 

In closing. I wish to emphasize that small business has no vested rights to 
special privileges or subsidies, but must stand on its own feet. Companies which 
are undercapitalized, lack sound management experience and engineering ability 
or enter a marginal field of endeavor should not look to the Government for 
special favors. There is no law which forces a company to start in business, 
There should be no undue protection against self-inflicted failure. 


1 
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STATEMENT OF PETER M. MAGGI, PRESIDENT, PERFECTION BLUE PRINT Co., ING., 
New York, N. Y. 


Mr. Chairman and members of the committee, my name is Peter M. Maggi. I 
am president of the Perfection Blue Print Co., Inc., located at 11 Bast 44th 
Street, New York, N. Y. Our firm is a small one employing an average of 28 
persons steadily throughout the year, in the manufacture of blueprints and 
allied reproductions. Since my request to appear before your committee was 
refused, I am submitting this statement on a matter of vital importance to our 
firm and its employees; namely, the revision of the present tax structure affect- 
ing small business. I trust that this will receive due consideration from your 
committee. Our type of business is unique in the sense that we are considered 
as a manufacturer as well as a service industry. We cannot manufacture and 
deliver jobs by a set scheduie of production, keeping the flow of work constant 
through our shop. We must service our accounts according to their demands, 
without warning of sudden increase or decrease of volume. Therefore, we find 
ourselves with a peak month of production often followed by several poor months 
which drains our reserve capital to a critical point. Nevertheless, we must 
maintain our force of employees to assure our ability to handle a sudden surge 
in volume again. 

secause of these circumstances, after our tax payment has been made, our 
funds are inadequate to consider any great investment for new equipment to 
replace obsolete machinery or for additional plant expansion, and certainly no 
opportunity for research into new processes which are constantly being developed 
in the field of reproductions. The manufacturer of a machine which introduces 
a new process is dependent on the industry who sells its product to develop the 
potential market. We must decide by experiment the advantages, and cost com- 
parison over present methods. We should be in a position during an introductory 
period to absorb losses for many months until the new process is established. 
As a small corporation, we cannot avail ourselves of new capital by a new stock 
issue and our borrowing capacity, naturally based on adequate collateral, is 
limited if not denied entirely. Our business is beset hy many problems because 
of competition of the many types of office copyi::¢ machines and Government 
competition as well. However, we acknowledge these problems as a challenge 
to our own ability to keep step with progress, since you cannot stop progress, 

In consideration of my comments thus far it becomes apparent that some form 
of tax relief is quite necessary for the small-business firm such as ours if we 
are to survive the trend of mergers which can cut employment seriously. We 
realize that our Government has many obligations which must be met through 
revenue in the form of personal or business tax, but I contend that the greatest 
obligation of our Government is to be fully aware of circumstances that might 
tend to eliminate many small businesses from which such revenue is received. 

As a businessman I recognize that any change in a tax structure must prove 
equitable to all parties concerned, that we cannot assume special privileges 
from our legislators since you are not only our means of expressing our desires, 
you are also responsible for the continuation of a well balanced and solvent 
Government in a world filled with challenges. 

Those of us who conduct small business firms are concerned with our future. 
We must grow and expand our services, study and propose new developments 
and absorb enough of the machines of big business to keep them active. We do 
not seek any subsidy from our Government, we want the opportunity, by due 
consideration by our Government, to prosper through our own resourcefulness. 

To assure this opportunity, I believe, after thorough study, that the proposals 
offered in the bill H. R. 5735, introduced by Representative Thomas B. Curtis, 
of Missouri, to be of great assistance to the small-business firm. The measure 
of tax relief proposed in this bill would help us to invest in new equipment, 
thereby increasing our volume output with approximately the same general 
expense as at present. We would be in a better position to consider plant 
expansion after increased volume is establishd. It would give us greater in- 
centive to experiment with and develop the marketability of new processes and 
products. Another sound and needed measure of this bill is that it permits 
deduction of additional investment during the taxable year. And finally, the 
provision for the purchase of non-interest-bearing estate tax anticipation cer- 
tificates, which would not be a part of the taxable estate plus the advantage of 
payment of the estate tax over a 10-year period, is of tremendous importance 
to a firm such as ours. 
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The position of the small-business firm in our national economy cannot be 
overlooked ; it is active in all areas of our country, not concentrated to certain 
areas as in the case of great corporations. We assure steady employment despite 
fluctuating sales as against severe layoffs by large business firms upon curtail- 
ment of contracts, etc. If small business, incorporated or otherwise, comprises 
85 percent of our national business structure, it is dangerous to our economy to 
delay the considerations embodied in the Curtis bill. I urge your favorable 
consideration of this bill. 


STATEMENT oF Lewis A. FREEMAN, CERTIFIED PUBLIC ACCOUNTANT, A PARTNER IN 
THE FIRM OF MAXWELL SHMERLER & Co., NEw York, N. Y., REPRESENTING THE 
NATIONAL BUSINESSMEN’S COUNCIL, AFFILATED WITH AMERICANS FOR DEMO- 
CRATIC ACTION 


My name is Lewis A. Freeman. I am a certified public accountant, a partner 
in the firm of Maxwell Shmerler & Co., New York, and have practiced before the 
Internal Revenue Service, and its predecessor, the Bureau of Internal Revenue, 
for the past 30 years. I appear before this committee of the United States 
Senate on behalf of the National Businessmen’s Council, affiliated with Ameri- 
cans for Democratic Action. 

The National Businessmen’s Council holds as a basic tenet that the economy 
of our country must be measured in terms of the well-being of our people, and 
that essential to that well-being is the survival and promotion of our system 
of free enterprise personified by the so-called small-business man. We believe 
that our present system of Federal income taxation of corporations is inequit- 
able in that it fails to follow the accepted principle of ability to pay. It must 
be recognized that no business, large or small, can remain static. It must grow 
to survive. No business can grow unless it proves profitable, but profits of a 
small business more often than not are found at the close of the year in the 
form of increased receivables, inventories, and fixed assets. 

Big business finds a ready source for increased capital funds, if such increase 
is justified by its profit picture. There is an almost unlimited market for stock 
issues and bond flotations which comfortably finance not only its new capital 
requirements, but its Federal tax bill as well. 

The small-business man has no such easy access to financial relief and fre- 
quently finds himself in the anomalous position of having enjoyed a year of 
substantial profits, but lacking the funds to pay income taxes based on such 
profits. What is the solution for him—the able, aggressive, and yet conserva- 
tive businessman? Curtail production, hold down sales and raise prices, refuse 
to grant reasonable credit, or reduce employment and wages? We think such 
a course of action, if continued, would certainly induce a depression and we 
believe that a depression—or, as some would call it, a recession—is no solution 
for our economic problems. Bloodletting has long since been abandoned by the 
medical profession as a cure for body ailments. It is high time to recognize 
the parallel in the economic sphere. 

How, then, can our Federal tax laws be modified to afford some relief to the 
small-business man? We do not have available to us the statistical data which 
this committee undoubtedly has in hand, and accordingly we limit our recom- 
mendations to principles rather than specifics, and where we may suggest 
revised tax rates, we offer them solely as a guide. We propose the following 
measures modifying the present tax laws in the interest of small business: 

1. A graduated scale of income tax rates, normal and surtax combined, for 
all corporations, as follows: 1244 percent of the first $10,000 of taxable net 
income, 20 percent of the next $15,000, 30 percent of the next $25,000, 40 per- 
cent of the next $50,000, 50 percent of the next $100,00, and 55 percent of taxable 
net income in excess of $200,000. 

2. Upon request of taxpayer, extension of time for payment of taxes up to 
6 months, with interest at 6 percent per annum. 

We are aware of the fact that numerous proposals have already been made 
to this committee which would liberalize depreciation deductions, or which would 
allow as a deduction from gross income amounts paid for business expansion. 
We think that these proposals, which represent a roundabout approach to the 
problem, are inconsistent with sound accounting principles and, in many respects 
are unworkable. We believe the basic need of the smail-business man is a 
lightening of his tax burden and a liberalization of collection methods. 

Although this committee, as we understand it, is concerned primarily with 
the problem of relief for the small-business man, we think it would be justified 
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in asking that we offer proposals which would compensate for any loss of revenue 
which the recommendations cited above would entail. Accordingly, we propose 
the following measures to increase the revenue: 

1, Eliminate deduction for percentage depletion in excess of cost. 

2. Treat investment in oil and mineral properties as a capital asset. 

3. Eliminate dividend exclusion and dividend credit. 

4. Treat foreign taxes paid as a deduction from gross income and not as a 
eredit against tax. 

5. Increase minimum holding period for long-term capital gains and losses to 
2 years and reestablish a scale of capital gain tax rates graduated downward 
as the holding period increases. 

I wish to thank the committee for having had this opportunity to present 
briefly the views of the National Businessmen’s Council of Americans for Demo- 
cratic Action. 


STATEMENT OF LEONARD MASON, PUBLIC ACCOUNTANT, FINANCIAL MANAGEMENT 
CONSULTANT, BROOKLYN, N. Y. 


As a good American who is concerned with the welfare of our country, and as 
a professional man serving primarily small-business enterprises, I am vitally 
interested in the continued prosperity and economic survival of the American 
small-business man, who is the backbone of our free-enterprise system. I wel- 
come this opportunity to join the other public-spirited and civic-minded people 
in testifying before you, and to go on record in favor of the important legislative 
program sponsored by the Senate committee, designed to provide tax relief and 
other economic relief for small business. 

I heartily agree with the cogent diagnosis of the present plight of the American 
small-business man, ably summarized by Senator Smathers of Florida, when he 
said: “I am certain that most of you in this room realize that in these times, all 
is not well with the small-business man. It has become evident that a number 
of the ills besetting this highly important segment of our economy derive from 
our Federal tax laws.” 

Representative Emanuel Celler of Brooklyn, in his testimony before your com- 
mittee, furnished conclusive proof to the effect that “tax demands on the small 
company serve to forestall the internal financing vitally necessary to growth.” 
He strongly advocated basic changes in the Federal tax laws to reduce their 
heavy burdens and harmful effects on small business. 

In his testimony, Representative Keating of upstate New York outlined a 
comprehensive program of aid to small business, including specific changes in 
the Federal tax laws to allow tax deductions of local taxes paid on owner- 
occupied business properties, to authorize closely held business corporations to 
choose whether to be taxed as corporations or as partnerships, and to allow 
taxpayers to pay estate taxes in installments over a period of 10 years. 

All of these proposed tax measures would, of course, provide some modicum of 
relief to the small-business man by easing the unbearable tax burdens imposed 
upon him by the local, State, and Federal Governments. It would enable him 
to reinvest some of his earnings into his business for necessary replacements of 
depleted fixed assets, and to some extent help replenish his dwindling working 
capital essential to successful business operation and growth. But such tax 
relief measures, however helpful, cannot by themselves give him the business 
financing and working capital he needs, or solve his other economic problems 
arising from unequal and unfair competition with big business, or with Govern- 
ment and quasi-public institutions, engaged in destructive business competition 
with small business. 

It seems to me that Representative Gwinn of Westchester hit the nail on the 
head when he urged the Government to get out of some of the major industria] 
and business projects which operate at a loss of some $10 billion a year, and 
which are in direct competition with more economically operated private enter- 
prises. We all know of many Government agencies and quasi-public institu 
tions, presumably non-profit-making, which are in fact engaged in actual business 
competition with private enterprise, at the expense of the American taxpayer, to 
the great detriment of our whole national economy in general, and of the small 
business man in particular. For example, the National Foundation for Infan- 
tile Paralysis, which is supported by public funds with the blessing of our 
Government, is engaged in actual business competition with legitimate wild- 
animal dealers in buying and selling monkeys to private research laboratories 
57—pt. 1 39 
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for medical research. It is thereby undermining the long-established business 
of such experienced dealers as Trefilich’s Bird & Animal Co. of New York, who 
have the knowhow and demonstrated ability to serve the vital needs of American 
scientific and medical research more economically. 

To illustrate this point more specifically, up until 1954 Trefilich supplied over 
a half a miilion suitably conditioned monkeys for medical research to some 500 
American research laboratories, including the National Foundation for Infantile 
*aralysis, at reasonable cost. Thus Trefilich became known as the monkey king 
of America, aud by 1955 his business reached a gross sales volume of $1,145,000 
a year. However, since the Foundation started to buy monkeys as direct 
importers from India, thereby encouraging some large pharmaceutical research 
laboratories to do the same thing, the price of monkeys has been rising sky high 
for ever inferior grades of animals. The price of monkeys in the Indian mar- 
ket, which was about $3.50 each for good specimens in 1951, went up to $10.50 
each in 1955 (after the entry of the Foundation into the monkey import busi- 
ness), and at present the price has skyrocketed to $21.50 each for inferior speci- 
mens, and there is no apparent end in sight to this endless price rise. Further- 
more, this market trend has encouraged the Governments of India and Pakistan 
to bar shipments of monkeys from these countries, even of those duly pur- 
chased and paid for, except on new terms and at new prices approved by them. 
As a result of the Foundation’s entry into the business of importing monkeys 
from India for sale te private research laboratories, other than its grantees, 
and due to other concommitant evils resulting therefrom. Trefflich’s business 
volume dropped to $800,000 a year in 1956, which almost put him out of business. 

Instead of saving money for the Foundation, or for the research laboratories, 
their inexperienced handling of this highly specialized import business has actu- 
ally increased sixfold the cost of monkeys to all concerned. It has created a 
bonanza for the native trappers and market manipulators of the animal markets 
of Asia and Africa, but has brought about dwindling business, dwindling profits 
and ever dwindling operating capital for the legitimate American wild-animal 
dealers. This is only one simple example, out of many thousands which time 
and space would not permit me to present before you, showing the great harm 
done to private enterprise in general and to small business in particular by 
publicly endowed institutions interfering in the normal business of private 
enterprise, without any possible benefits to the American taxpayers or to Ameri- 
ean institutions. Therefore, there should be a law enacted against pubiicly 
supported quasi-public institutions, as well as against Government agencies, 
engaging in direct business competition with private enterprise, in order to 
prevent the waste of public funds and to save the small-business man from 
bankruptcy and ruin, which can only result in the ultimate collapse of our entire 
free enterprise system. 

Your bipartisan Senate committee is, no doubt, aware of the high and ever- 
vrowing rate of mortality of small-business enterprises, as reflected in the Depart- 
ment of Commerce index of business bankruptcies and failures. There is no 
need of taking up your limited time here with these gruesome statistics which 
are a matter of public record. It is quite obvious that today small business is 
the weakest link of our otherwise prosperous national economy, and that in the 
long run a chain can only be as strong as its weakest link. I must call your 
attention to the well-known fact that a similar economic trend brought on the 
great American depression of 1929, from which the free world has not fully 
recovered as yet. In order to stop this dangerous national economic trend, 
appropriate Federal legislation should be enacted immediately to provide real 
and comprehensive aid to the small-business man, as soon as possible, along the 
following lines: 

1. Adequate tax relief for the small-business man to be secured by equitable 
changes in the Federal tax laws. 

2. Business competition by Government agencies and quasi-public institu- 
tions with legitimate private enterprise is to be prohibited by law—this law 
to be strictly enforced by the Government. 

3. The Small Business Administration, created by law for the purpose of 
helping small business to obtain needed financing on reasonable terms, should 
be liberalized and made more flexible and realistic in operation. It should 
provide a better and more workable basis for granting Government business 
loans to long-established going concerns in urgent need of additional working 
capital, especially to small-business firms whose working capital has been 
depleted due to losses suffered in recent years. For technical reasons such 
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firms cannot be financed by private banking institutions, and can only obtain 
financing from the Small Business Administration which was obviously 
created for that purpose. 

Unless the present economic plight of the American small-business man is fully 
recognized in time and alleviated without delay, we may soon have a full-fledged 
economic depression, even worse than in 1929, which may well destroy our free- 
enterprise system, and spell the doom of the free world. In 1945, I was privileged 
to testify before the Senate subcommittee hearings on the Fuli Employment Act 
of 1945 (see p. 1179, Hearings before Committee on Banking and Currency, U. S. 
Senate, 8. 380) ; and some of my specific warnings and predictions made in 1945, 
subsequently proved to be correct. As a public-spirited American citizen, whose 
main concern is the survival and perpetuation of our free American institutions 
and of our free-enterprise system supporting them, I believe that the majority 
of the well-informed American people are in favor of your constructive program 
if aid to the small-business man, who is the backbone and mainstay of our most 
advanced free-enterprise economy in the 20th century industrial civilization. 
Obviously, something must be done about it. Why not do it right now, before it 
may be too late? 


STATEMENT OF J. HENrY LANDMAN, ATTORNEY AT Law, New York, N. Y.., 
OCTOBER 9, 1957 


Permit me to submit to you for your committee’s consideration my averaging- 
incentive tax plan. 

Our Federal progressive income-tax rate system varying from 20 to 91 percent 
for individuals behaves as a deterrent to American business enterprises. It 
also works a hardship on taxpayers whose annual earnings are sporadic and not 
uniform such as those of actors, lawyers, and business enterprisers. The aver- 
aging-incentive tax program provides that earnings and profits, exclusive of capi- 
tal gains and losses, of all taxpayers in the current year in excess of the moving 
averages of their own 4 years, shall be subject to a graduated tax rate cut. 

\n individual with an annual taxable income of $18,000 reaches the 50 percent 
bracket. Psychologically it is difficult to induce him to launch upen a new busi- 
iess venture because of the progressive income-tax rates to 91 percent. How- 
ever, if it is assured of graduated tax rate reduction on his earnings and profits 
in the current year on the excess of his earnings average of his own 4 years, he 

ud be tempted to engage in the new business enterprise for the ecomonic 
welfare of society, the Government’s revenue, and himself. 

If the new venture yielded him additional earned income to aggregate $100,000, 
he would be in the extraordinarily high tax rate of ST percent. We might offer 
him a rate of GO percent instead under this circumstance, a rate of 65 percent 
instead of 81 percent if he attained an annual income of $80,000, and a rate of 
76 percent instead of 75 percent if he reached $60,000. 

His actual earnings in the current year would become the fourth year of his 
average base period for the next year. Consequently, he would be offered a new 
tax incentive every subsequent year. 

Corporations should receive similar tax treatment. However, as an appur- 
tenance to this suggestion, corporate tax rates should he made progressive to a 
52 percent maximum. At present, all corporate taxable income is subject to a 
30 percent rate, and that over $25,000 is subject to an additional tax rate of 22 
percent. The apparent jumping-off rate of 52 percent for corporations is attained 
when their taxable incomes or $25,001 are reached. 

The implementation of the averaging-incentive tax plan is a very simple pro- 
cess. Every taxpayer on his tax return would provide his earned income for his 
previous 4-year base period. This would entail simply adding the figure for his 
lust vear’s earnings and dropping that of his first year’s earnings. 


Wo! 
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EXHIBIT 26 


WASHINGTON, D. C., October 2, 1957. 
Hon. GEORGE W. SMATHERS, 
Chairman, Senate Small Business Committee, 
Foley Square Courthouse, New York, N. Y.: 

Regret I cannot join you in the hearing. Am very much interested in the sub- 
ject under study. Appreciate the committee’s giving New York small-business 
men the opportunity to express their views. 

EDWIN B. DOOLEY, 
Member of Congress. 


Senator Javirs. If there is no further business to come before the 
committee, the hearings in New York City will stand adjourned until 
the further call of the Chair. 

(Whereupon, at 4:30 p. m., the committee adjourned, subject to the 
call of the Chair.) 
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APPENDIX I 


ADDENDUM TO STATEMENT ON TAx RELIEF FOR SMALL BUSINESS BEFORE THE 
UNITED STATES SENATE COMMITTEE ON SMALL BUSINESS 


By Bennett L. Sprecher, Los Angeles, Calif., September 18, 1957 


Another suggestion for helping the small-business man, while not directly 
related to tax relief, should be brought to the attention of the committee. This 
is a plan for making it easier for small businesses to obtain proper bank 
financing; it would work similar to the FHA system for housing in that the 
United States Government would guarantee the loans of small businesses to the 
lending bank under certain conditions and limitations. I am sure that such 
a plan would enable small businesses to obtain loans which they might not 
otherwise be able to get, even though the business had all of the elements of 
success except adequate capital. Thus many of the new ideas and benefits 
to the country produced by bright small businesses would become available 
which otherwise would never see the light of day. 

Under this plan local banks would administer the loans but would be en- 
couraged to make such loans because of the guaranty against substantial loss. 
The local bank would make the loan out of its own funds, charge a rate of 
interest not to exceed the maximum established by the United States Govern- 
ment agency, and pay to that agency a small portion of the interest for a 
guaranty against loss on a participating basis; that is, the Government might 
insure the banks for 80 percent of such losses. The Government agency would 
prescribe sound rules on which loans could be made and would require its 
approval before the loan could be guaranteed. 

Certain limitations should be placed on such loans. First, the total interest 
must be high enough to warrant the risk and to make it unattractive to larger 
enterprises who could obtain money at a lower rate. Yet the rate should not 
be so high as to penalize the borrower. Under current conditions a maximum 
rate of 6 percent comes to mind. 

Second, there must be a limitation as to the maximum principal amount 
which could be borrowed (for example $100,000) which would preclude the 
use of this plan by large firms because such limited amounts would be of little 
use to them. 

Many details of this plan would have to be carefully developed to insure its 
fairness to all parties, and some administrative organization would be required. 
However, the income to the Government from such guaranties would probably 
defray the cost of administration as well as losses. 

These loans would be watched by the bank and the Government agency and 
the business under scrutiny would benefit from the sound advice provided to it 
by both sources. Yet the business with merit would be provided with the 
opportunity to go forward. 

I am reminded of the remarkable athlete who never had a chance to partici- 
pate in the game. This plan would enable small-business men who have great 
things to offer to get into the game, and our entire community would benefit 
ultimately. 
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APPENDIX II 


BREWER ENGINEERING LABORATORIES, 
Marion, Mass., September 24, 1957. 
Hon. JoHN KENNEDY, 
United States Senate, 
Washington, D. C. 

Dear Str: I am sure that you are concerned with the present Russian superi- 
ority in military technology as opposed to the United States. Russian rocketry 
is at present about 2 years ahead of equivalent American developments. Rus- 
sian aircraft engines are from 2 to 4 years ahead of present United States 
engines, and while their airframes are not superior, they are at least equal 
to our present best design. 

The Russian technological superiority coupled with their obviously greater 
military manpower and lack of constitutional government pose perhaps the 
greatest threat to the security of this country that we have ever experienced. 

The problem that I have briefly outlined is well recognized, and many political 
and educational leaders have advanced ideas for the rectification of this situ- 
ation. The bulk of these proposals for increasing our technological strength 
involve plant expansion of our scientific educational systems. I must agree 
with Admiral Rickover, who states that expanding our educational facilities is 
not the best method to provide greater numbers of scientific personnel and in- 
crease our technological developments. Admiral Rickover feels that instead 
of greater educational! facilities, greater inducements should be offered to the 
gifted student to insure that he goes on to get his or her degree, whether this 
be in science or in medicine. 

Our present tax structure is such as to discourage potential scientists from 
embarking upon the long and difficult path to a higher degree. The difference 
in real wages paid to professional people and to laboring people in this country 
is far less than to their corresponding opposites in Russia. Incentives foi 
scientific accomplishment in Russia are much greater than in this country. 
Substantial sums of money in this country can only be made in the field of 
entertainment or by capital gains. These earning methods are seldom avail- 
able to scientific personnel. 

During the past 6 weeks, I have conducted tests on the prototype Nautilus 
land reactor at Arco, Idaho, the first atomic land power station at Shipping- 
port, Pa., and two series of tests on the 8. 8. N. Skate, our most recent 
atomic-powered submarine. I have employed scientific equipment worth ap- 
proximately $20,000 in the conduct of these tests. I have been informed by 
Westinghouse that Admiral Rickover requested that these studies of mine 
should be given priority above my other work. 

Each national administration since the war has stated a policy of assistance 
and encouragement to small businesses and particularly to the development 
of scientific organizations concerned with military technology. The perform- 
ance of these administrations, however, are in direct conflict with their an- 
nounced policies. 

It has been necessary for me to buy the entirety of my scientific equipment 
out of my earnings as a consultant. Although this equipment has been used 
primarily in the testing of missiles, reactors, rocket launchers, heavy radar 
arrays, and other high priority items of our weapons technology, I have received 
no special tax relief for the purchase of this equipment. The maximum tax 
relief possible is the ordinary amortization credit that is carried over a period 
of 5 to 20 years depending on the estimated life and utility of the equipment 
in question. This means then that I must pay income tax on earnings, in 1 
year, that have already been spent on scientific equipment. If I should borrow 
the money from the banks, the Atomic Energy Commission and the United 
States Air Force do not allow, as an overhead cost item, the interest on these 
loans. 

Recently I have decided to expand my facilities and to do so I will require 
additional funds for equipment and plant. With some difficulty I have located 
a banking firm that will advance me the necessary money for my contemplated 
expansion. The bank, quite understandably, requires a life-insurance policy on 
my life for the duration of the loan. In this instance, although I specifically took 
out a policy to insure a bank loan and have named the bank as beneficiary for 
the entirety of this policy, it is not a deductible business expense. 

In my various business trips across the country, I have found numerous name- 
plates of the United States Government on equipment operated*by private in- 
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dividuals, such as Electric Boat or the Westinghouse Electric Co. This equip- 
inent was bought eutirely by the Government and loaned for an indefinite 
period to these various companies to assist them in their scientific investiga- 
tions. In my own case, I not only have received no assistance from the Govern- 
ment, but I am handicapped financially at every turn in my efforts to expand 
and increase the utility of my organization to the Defense Establishment. 

I feel that there are many other small scientific organizations such as my own 
that could be assisted very materially by revision of the present tax structure. 
Purchase of scientific equipment should be allowed as an entirely tax-free item, 
when these instruments are utilized, primarily for the testing and development 
of military technology. It is my earnest suggestion that you press for early 
initiation of such legislation at the next convening of the Congress. 

Yours very truly, 
GIVEN A. BREWER, 
Chief Engineer. 


AppEeNpIx III 
SUPPLEMENTAL STATEMENT SUBMITTED BY LOouIS L. ALLEN 


CASE INSTITUTE OF TECHNOLOGY, 

Cleveland, Ohio, October 28, 1957. 
Mr. WILLIAM J. ErtcKson, 

Counsel, United States Senate Committee on Small Business, 
Washington, D. C. 

DraR BILL: Enclosed please find copies of the exhibit schedule which I 
promised to send you 3 weeks ago. I hope very much you will forgive my tardi- 
ness in this matter, but with all the problems of moving into a new job and 
finding out how to get things done at my new job, I have necessarily been 
behind on several] things. 

If there is anything further which I can do to be of assistance to your com- 
mittee, you really could do me no greater favor than to ask me for it. I am 
keenly interested in the problems of small business and I hope very much that 
out of the work of ali of us will come some new and beneficial legislation and 
assistance for small business. 

With kindest regards. 

Cordially. 
Louis L. ALLEN, 
Management Development Program. 


The purpose of the exhibits is merely to illustrate the use and derivation of a 
source and application of funds statement, and to illustrate a company’s opera- 
tions for a short period. They are hypothetical, of course. 

The exhibits illustrate parts 1, 2, and 3 of the proposal as follows: 

Part 1. Calls for the establishment by law of tax-relief measures such as 
would recognize the problems of smaller companies in meeting the competi- 
tion of larger companies. 

Part 2. Calls for a scheduled rate for these credits. Suppose, using 
exhibit H, that 5 percent of funds used to increase cash, accounts receivable 
and inventories accrued as a credit against taxes, and that a decrease in 
accounts payable, accruals and current notes and loans was also subject to 
a 5 percent credit against taxes; both credits to be used to obtain a net 
credit. Exhibit J shows the results of such a schedule. 

*art3. Calls for a procedure with which to report tax credits. Ex- 
hibit H could be such a schedule in that it shows the categories where funds 
were used. 

Generally speaking the schedules for credit should be scaled from higher to 
lower as assets increase. For example, credits could be run from 10 percent 
for companies with up to $250,000 worth of capital down to 1 percent for 
companies with more than $1 million worth of capital. In exhibit J the credits 
are based on 5 percent. 

In summary, the exhibits demonstrate the manner in which proposed tax 
credits would work. The importance of the proposal lies in the fact that it 
deals directly with the problem of competitive weakness in the areas of manage- 
ment brains and services, and operating cash. These are the two areas where 
small companies need help the most. 
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ExuHrsiT A 


Operating statement, pro forma period is first 6 months after go-ahead—Direct 
costing basis 





Exhibit 

Rt ate es ee Set utah ba pendunertteoennneeniuss 0 
Less returns _-_... nightie te ddetiakcthatanskibescidsccdebediace 0 

a enlnieeeee 0 0 
AE Ea ee ee eee Wate tte tie atin ibe oes $9, 663 
I ft. Ldbeebnee did tecand batebibe out deoiecewaatin 27, 595 

Nene nn ee os ak in rane cairp tek 37,278 $37,278 

I «C5 0 i cabk bu dbbtalecibidectoowibasuace ‘ (37, 278) 
Exhibit II. Improvements to property............--..--- cad cennraenen® .- 5,900 
Exhibit II. Installation of services _...........-----.- a ee a See athe ace 11, 950 
oe he ak taedkawhedavieueubocuasscudenen 3, 500 
CI PC nn. an comemeosecounsssane i a 2, 500 
Exhibit V. Nonproductive nonexempt wages..................-..-.--.-.---- acc. mone 
Exhibit VI. Exempt personnel salaries, plant....._. inet cdeedtincesuder ote ane das 4, 000 
Exhibit VI. Exempt personnel salaries, office.........................---.---.-------- 25, 000 
Exhibit VII. Sales expense. _..................-....- a i eee pct 30, 000 
nC oo a  Ssenenb ee enaenoanianeieaanenknese 40, 000 
i ce cuartbks Seren beednseeusbocsinedeaneus i, 500 

I as cme ican isla 125,450 125,450 

Operating profit (loss) - _---- Pcie aerate ated’ bake LGabecicunen CRO Tee 
0. ches keen anbaeenabae sane 5, 000 
I a ME SaaterR sh 

Transfer to permanent investment................-..-.---.-.---.-- 16, 950 16, 950 

Tremeter te Sarpims account... ..... 2.5. n0ennces ie eS ne (145, 778) 


EXHIBIT B 
Beginning balance sheet, pro forma period is 6 months after forming company 


Working capital: 





Cash ; mie eS 
Inventory: 

Exhibit VIII. Raw material , $6, 500 

Exhibit VIII. Work in process e “f 500 


Exhibit VIII 


Finished goods----. 80, 000 








Total inventories__- 87, 000 
Accounts receivable ‘ 0 0 
















Total current assets 
Permanent investment 

Exhibit I. Production machinery $163, 000 

Depreciation ___- . 0 


Machinery net ; 163, 000 
Exhibit I. Molds, jigs, fixtures __- $40, 000 
Depreciation 0 












Molds, jigs, fixtures, net 40, 000 
Exhibit IT. Plant building improvements $5, 000 

I 
Depreciation 







Plant net al 
Exhibit IT. Installation expense $11, 950 
Depreciation 0 







Installation net_ 


Total permanent investme! 










Total assets 
Current liabilities: 


Exhibit IX. Accounts payable. -- cenek $3, 800 
Exhibit TX. Current accruals . 2,000 
Exhibit [X. Notes and loans : 0 
Total current liabilities_ saetideiinatl ‘ ... 5,800 5, 800 
Capital 
Paid-in r : b inte $550, 000 


Surplus accrued... ‘ i rile cele —145, 778 










Total capital as “pe 404,222 404, 222 


Rise si ictabeoate ies ------- 410,022 410,022 
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Operating statement, pro forma period is first 12 months after full startup— 
Directing costing basis 


Exhibit 
Exhibit 


Exhibit 
Exhibit 


es Sales 

XII. Less returns at .0015 percent 
Net sales ‘ 

V. Direct labor caninlais 

mike Direct material_- 


Total direct costs. - 


Distributable income 


$1, 057, 991 
bed 


1, 056, 404 


115, 960 
331, 136 


447, 096 


$1, 056,404 $1, 056, 404 


447, 096 


609, 308 609, 308 


Exhibit ILI. Maintenance of property _- 2 $3, 000 
Exhibit I. Amortization of startup expense oo 4, 000 
Exhibit I. Depreciation of molds, jigs, fixtures __ 5, 600 
Exhibit I. Depreciation of production equipment 16, 300 
Exhibit IT. Depreciation building improvements 500 
Exhibit IV. Service and utilities 23, 100 
Exhibit ITI. Rent of building 15, 000 
Exhibit V. Nonproductive nonexempt wages 23, 400 
Exhibit VI Exempt personnel salaries, plant 47, 000 
Exhibit VI Exempt personne! salaries, office 57, 000 
Exhibit VII. Sales expense 150, 000 
Exhibit VII Advertising expense ; 135, 000 

Total indirect expense 479, 990 


Total all expense 


Profit from operations 
Taxes at 52 percent (—$25,000) 


Profit after taxes 
Percentage of sales: 


Sales . 100. 00 
Direct cost 42. 26 
Distributable income. . 57.74 
Indirect expense 45. 37 
Profit before depreciation and taxes 
($155,718) ‘ 14.72 
Total costs ($927,086) . 87.63 
Profit after taxes. - 7.11 


EXHIBIT D 


$79, 990 479, 990 


927, 086 


Ramee 129, 318 
; 54, 245 


75, 073 





Balance sheet, pro forma period is first 12 months after exhibit B—Interim 


operating statement is exhibit C 


Working capital 
6” RT EE LE A Ree a 
Inventory: 

Raw material 
Work in process 


Exhibit VI 
Exhibit VI 
Exhibit VI 





II. 
II. 
II. 


Total inventories. -. 
Accounts receivable 


Exhibit IX. 


Total current assets... .co<.o.ccscsas sate 


Permanent investment: 
Production machinery. 
Depreciation 


Exhibit I. 


Machinery net..............- 
Molds, gs, Bxtires...... 60 ccencucccaes eit 
pe a er Bes ius 


Exhibit I. 


Molds, etc., net...-..- 
Property improvements. - - 


Exhibit I. ‘ ; 
ONE cinnctnputindiencwadn denen 


Improvements net 
Installation expense 
Depreciation......- 


Exhibit IT. 


Installation net 


Total permanent investment 


TO SR rs ciisciiccexsanniin 


$31, 840 
11, 136 
78, 348 

121, 324 


$163, 000 
16, 300 
146, 700 
40, 000 
5, 600 
34, 400 
5, 000 
500 

4, 500 
11, 950 
4, 000 


7, 950 


$125, 241 


121, 324 
122, 067 








368, 632 $368, 632 


146, 700 
34, 400 
4, 500 


7, 950 


193,550 193, 550 
562, 182 
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Balance sheet, pro forma period is first 12 months after exhibit B—Interim 
operating statement is exhibit C—Continued 


Current liabilities: 


Exhibit IX. Accounts payable_..........- ender bbcéceasns $33, 000 

Exhibit IX, I 3, 000 

Exhibit [X. I a Sate cai REE 46, 887 
ee OnE DIG ROOS. a co cndacivsussueueccs “i 82,887 $82, 887 

Capital: - th 

Nn GENES ER Ne: oe a ND 550, 000 


Surplus earned (145,778—75,073)....-........-.--........ 70, 705 


ie Oo oe a amebeeeib lukas 479,295 479,295 


Total capital and liabilities _ - ily 
Total depreciation reserves= $26,400. 


562, 182 $562, 182 


EXHIBIT E 


Operating statement, pro forma period is 12 months from date of exhibit D— 
Direct costing basis 


[Assume sales increase of 20 percent] 


Exhibit X Sales__- : . $1, 269, 589 
Exhibit XII. Less returns at 0.0015 percent 1, 904 
Net sales__.. : 1, 267,685 $1, 267,685 $1, 267, 685 
Exhibit V. Direct labor : 135, 673 
Exhibit XI. Direct material ‘ 397, 362 
Total direct costs sin 533, 035 533, 035 
Distributable income 734, 650 734, 650 
Exhibit ITT. Maintenance of property---.- $3, 300 
Exhibit I. Amortization of startup expense 4, 000 
Exhibit I. Depreciation of jigs and fixtures__- wien 5, 600 
Exhibit L. Depreciation of production equipment 16, 300 
Exhibit IT. Depreciation of building improvements 500 
Exhibit [V. Service and utilities cs ; 27, 720 
Exhibit III. Rent of building 15, 000 
Exhibit V. Nonproductive nonexempt wages 24, 570 
Exhibit VI. Exempt personnel salaries, plant___- ‘ 49, 350 
Exhibit VI. Exempt personne] salaries, office : 59, 850 
Exhibit VII. Sales expense - - - 162, 025 
Exhibit VII. Advertising expense ; 7 144, 799 
Total indirect expense ¢ 513, 014 513, 014 513, 014 
Total all expense -_- 1, 046, 049 
Profit from operations 221, 636 
Taxes at 52 percent (—$25,000) - - ; 102, 251 
Profit after taxes___- i welts 119, 385 
Percentage of sales: 
Sales____ seis , . 100.00 
Direct costs_- 41. 98 
Distributable income 57. 86 
Indirect expense 40. 41 
Profit before depreciation and taxes ($248,036). 19. 54 
Total costs ($1,046,049) _ : vce SRO 


Profit after taxes- ac: . 9.40 
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Balance sheet, pro forma date is 12 months after exhibit D—Interim operating 


statement is exhibit E 
Working capital: 
Cash ssa ad Spetmcaccueale 1$ 
Inventory: 
Exhibit VITT. Raw material 
Exhibit VIII. Work in process 
Exbibit VIII. Finished goods 


Total inventories 
Exhibit X. Accounts receivable-_--- 


141, 399 


133, 457 
126, 47 


Total current assets 


Perinanent investment: 
Production machinery 
Depreciation._.. 


Net = 
Molds, jigs, fixtures 
Depreciation 


Net---. 
Property improvements 
Depreciation 


Net 
Installation expense 
Depreciation 


Net... 
Total permanent investment 


Total assets 
Current liabilities 
Acconnts payable_-. 300 
Current accruals 3, 500 
Notes and loans 7 0 


rotal current liabilities 39, 800 
Capital 

Paid-in 550, 000 

Surplus earned ($70,705 —$49,385) . _- . 21, 320 


Total capital_._. . 528, 680 


Total capital and liabilities 
Depreciation reserves, $52,800. 


> Dividend payment anticipated, $70,000. 


EXHIBIT G 


401,330 $401, 330 


130, 400 
28, 800 
4, 000 


3, 950 


167, 150 


$39, 800 


528, 680 


568,480 568, 480 


Return on investment, 2d year figures—Pavhibits BE and F 


Inventori 
Accounts receivable 


Working capital 
Permanent investment net 


Total investment 
rotal sales 
Turnover (sales-investment) bs 
Sales net ? $1, 


Cost of sales bacapese 


2 $211, 399 


133, 457 
126, 474 
$471, 330 
167, 150 


638, 480 


267, 685 
046, 049 


Earnings 
Divided by sales (1,267,685). 

Earnings as a percent of sales 

Earnings as a percent of sales multiplied by turnover— 
Return on investment si . 


Before dividend payment. 


221, 636 
17. 48 
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Exnursit H 


| | Source (+-) 
Items | Begin Ist | End Ist or applica- | End 2d 
| tion (—) 





Balance sheet items: | 
i 
| 














Cash_. : care $103, 072 —$22, 169 | $141, 399 —$16, 158 
Inventory - -- 87, 000 —34,324 | 183, 457 —12, 133 
Accounts receivable- -- aac 0 122, 067 —122,067 | 126, 474 —4, 407 
Permanent investment __ . 219, 950 93, 550 | +26, 400 | 167, 150 +-26, 400 
Accounts payable-_-.-.. ; 3, 800 33, 000 +29, 200 | 36, 300 +3, 300 
Accruals... Leaees 2 2, 000 3, 000 +1, 000 | 3, 500 +- 5K 
Notes and loans--- 0 | 46,887 +46, 887 0 — 46, 887 
Capital, paid in__.... | 550,000 | 550,000 0 | 0 0 
Net earnings, retained. | (145, 778) 75, 073 | +75,073 | 49,385 +49, 385 
; = — |——— — = = . = — —— 
Summary: | } | | 
Total applications of cash_- } | 178, 560 | 79, 585 | 
Total sources of cash___.- | | 178, 560 | 79, 585 
iin eo pie mi ee 0 | 0} 
EXHIBIT J 
PaaS ; ; 
Item Ist year | Credit5 | 2d year Credit 5 
| | percent | percent 
| 
asap oF sc ainticineclinngs ie cencigeiot nt nee Speen = 
I oa -| +$22, 169 1,108 | +$16, 158 808 
a +34, 324 1,716 | +12,133 607 
Accounts receivable. ................-...... a ee | -+-122, 067 | 6, 103 +4, 407 220 
I eas : +29, 200 0 +3, 300 { 
sn il cess cea cminiineeinmens +-1, 000 | 0 +500 
wees +46, 887 0| —46,887 | 2, 344 
NN ite ait a cen lata Me Sa | Re cy 3, 979 


Note.—The credit for Ist year would be applied against taxes due on 2d year’s operations. In this cas 
that would be: 
From Exhibit E: 


ee eee ee ec ccuknncnamace ate ea een ac knnko sine 
NS Be a oe 8, 927 


2 294 
93, 324 


In like manner the credit for the 2d year would apply against the 3d year’s operating taxes, and so on 
The reason for deferring the credit 1 year is that doing so will provide for the largest credits at the ends 
periods when borrowings or profits have been high and are usable therefore at the ends of periods wher 

profits have been low or borrowings have been reduced. 


Exnrsit I 


(A) Complete molds for dinnerware, 11 sets (depreciation is 14 per- 
eee enn nn ee enna ee pera Gnasiomen meee $40, OOO 
(B) Production machinery : 
(1) Hydraulic presses (self-contained) (high speed 600 ton, 


I a screens co eaemnennpeanco eae 105, 000 
(2) Preforming equipment (Colton, model 514, 3 units)_----_ 3, 500 
(3) R. F. preheaters (girdler, 3 kilowatts, 7 units) --------- _ 20,000 
(4) Finishing: 
OES SE OS | eye ars _.. $12, 000 
Sanders and miscellaneous__________-_-_--_--_- 2, 500 
— 14, 500 
ay panes enn nn Sens 2s iis pias oa eel 15, 000 
I ce eo Se En 2 Onan kee arenes : 5, 000 
Total machinery_________-~- ; a eee 


Nore.—Depreciation is 10 percent annually. 
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Exuisir II 
A) Installation of services: 
(1) Transportation : 


Delivery presses ASUS PORS 5S eee, Ae 


Delivery steam generator. eh Baa bees ees eins 250 
Detivery ‘aly Guppy ulbitele edhe ei eli il. 200 
Delivery R. F. heaters___-_- aS SS eee OE ee 900 

(2) Electrical wiring and installation_______- Bead mares tee 5, 000 
(3) Piping of air, gas; steam, Waetui: ole el Uk 2, 500 
(é). Biscriinitioug-menmpec Gs a sie cece 1, 000 
Total installation_._____- Beene Ere tS ee 11, 950 


(B) Improvement of property: This item allows for making bases and 
mounts for machines, putting up or tearing down walls and parti- 
tions, etc__- Sas BS rag Se Oma S. 5, 000 
(C) (1) Installation expel nses and improveme nt are tr: insferred to the 
asset account and capitalized. 
) Depreciation on improvements is 10 percent annually. 
) Depreciation on installation expense is on 3-year basis. 


( ts 
2 
o 


Exutpit III 
Floor-space requirements 


(There are 5 categories of floor-space requirements. These are broken down 
to show the beginning requirements of the original installation and the eventual 
ireas after expansion. ) 

{In square feet] 


Beginning Expansion 

| 

I. Production | 
Preforming ; 100 100 
Molding 450 450 
Finishing 400 | 400 
Incidental 400 400 

II. Services 

Steam supply 200 200 
Air supply | 100 | 100 
Maintenanct ' 75 | 75 
Incidental. - 100 100 

Il]. Warehouse | 
Raw material 500 } 500 
Finished goods | 1,000 1, 000 
LV. Office: Inclusive 1, 500 500 
V. Miscellaneous: Inclusive 250 250 
Total a ’ 5, 075 4, 075 
Nott Allow approximately 400 percent for nonusable space hus, building space requirements are 


20,000 square feet. Rental at $0.75 per square foot per year, $15,000. Maintenance estimated at $3,000 


: per year 

| Exner [V 

| (A) Cost of utilities: 

(1) Elee oi power : 

: 7 20-horsepower (3 shifts) (month) BR feta ces $575 

3 5-horsepower (2 shifts) (month) SA ais 60 

. Miscellaneous 25- earn r requirements a shift) 

j (month ) 3 Dette aes Set Neliaa tl eee ee eee 40 

i R. I’. preheaters, 7 each ( 3 shifts) (month). bor ea RE eS 600 

Air compressor, 25 horsepower (3 shifts) (month)____- 580 
REIN | ID ich tie dics evicted is nea alana deren abate: 25 

EE COs GOCE IO BI i kk hire cdnnsmianmniyere Ess 880 


(2) Oil heating and hot water (year) ; ; ; 540 
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EXxuHIpit V 


(A) Productive nonexempt wages: 
(1) Molding department, 21 pressmen (40 hours each at $1.75) 


POI Sci cise ciara csi ee a Oat isabid eile Taleb Lose as ienicin iene $50, 440 
(2) Finishing department, 12 operators (40 hours each at 
= ea Ng es 8 nemo 31, 200 
(8) Preforming, 2 men (40 hours each at $1.75) (year) ----- 7, 280 
(4) Inspection and packing: 
6 inspectors (40 hours each at $1.25) (year) --____-_- 15, 600 
} packers (40 hours each at $1.25) (year) -________ 7, 800 


1 inventory and shipping (40 hours at $1.75) (year) -_- 3, 640 








Total productive nonexempt (year) -------------- 115, 960 
(B) Nonproductive nonexempt wages: 
(1) 2 shipping clerks (40 hours each at $1.75) ---.___-_-____ 7, 280 
(2) 2 porters and flash cleanup (40 hours each at $1.25)-_--_- 5, 200 
(3) 2 maintenance helpers (40 hours each at $1.75) ---____ 10, 920 
an ROR Oc mene mewn 23, 400 


(C) On exhibit E the estimates above are incre ased slightly. 
ExHIsIT VI 


(A) Exempt personnel salaries, plant: 





I I I a nice esse cei Semaine $10, 000 
ia) meee: Dinbt guperinennent ns cen n cnn 7, 500 
I a encom niebanel 7, 500 
(4) Maintenance supe OE Be A aE eee epereamenae 7, 000 
(5) Shift foremen, 3 at $5,000 e: each ies cse rena santas 15, 000 

ey Decrees ielatanienabancleeeae 47, 000 

(B) Exempt personne! salaries, office: 

I ok ests ccc eneineiele 8, 000 
(2) Bookkeeping assistants, 3 at $4,000___--___---_------ 12, 000 
Sinn rORINE SO NE I eames 11, 500 
(4) Customer service relations man______-__-..--_-------- 7, 500 
(5) Vice president and general manager___-------------~-- 18, 000 

ee LINING ke li eine Sas tater 57, 000 


Exursit VII 


(A) Sales expense (this item is estimated to cost approximately 10 
percent of sales with an additional 4.2 percent to cover miscel- 
laneous wasted effort) : 


Sennen OURAN S880 090 559k oe een $30, 000 
I sce ds ce abatement 150, 000 
Exhibit E, 2d year (shows improvement due to established 

OI rt OU i estennetageabiseieion 162, 025 


(B) Advertising expense (this item is estimated to cost approximately 
8 percent of sales with an additional 4.7 percent to cover mis- 
cellaneous wasted effort) : 
PEON, BD. HGUASEINRUD 6 once nici ws eaidiatiabat hme RR iis acted 40, 000 
I TT RI a i ne sid hte ababntenensnmiientines 135, 000 
Exhibit E, 2d year (shows improvement due to established 
NS) 1 AO) OT CONG) Danicisereeiiis our cnidpnmn enna 144, 799 








4 


(J 





TAX PROBLEMS OF SMALL BUSINESS 


Exuisir VIII 


(A) Raw material inventories—Based on yearly requirements, by 
weeks for 5 weeks : 
Exhibit B, buildup----------------------"-~ cota 
Exhibit D, after 1 year--------------------- = 
Exhibit F, after 2 years with 10 percent increase---~-----~- 
(B) Work in process—Based on labor, material, and 200 percent 
purden on labor on 285 days per year for 3 days: 
Exhibit B, buildup.---------------=---- 
Exhibit D, after 1 year----------------9 ~~~ 
Exhibit F, after 2 years with 10 percent increase---------- 
(C) Finished goods Based on labor, material, and 200 percent 
burden on labor by weeks for 6 weeks: 
Exhibit B, buildup-------------------~ a aialarenl a ee 
Exhibit D, after 1 year--------------~ a cidarababas ssi aaa 
Exhibit F, after 2 years with 10 percent increase---------- 


Exuipir IX 


(A) Accounts receivable Based on annual sales by weeks for 6 
weeks : 
Exhibit B, buildup-------- te : 
Exhibit D, after 1 year- ou once sahiasaintomaral 
Exhibit F, after 2 years-------------~--"-- dade cea 
(PB) Accounts payable Based on 30 days raw materials plus a little 
bit: 
Exhibit B, buildup ditinde ameter” oe  aniagenana 
Exhibit D, after 1 year os — ee daeenes 
Exhibit F, after 2 years i ae : he as eat 
(CG) Accruals base d on probable payroll—Due plus a little bit: 
Exhibit B, buildup E aa be - 
Exhibit D, after 1 year-------------- A) 2 cates 
Exhibit F, after 2 years giz 
(D) Notes payable reflect short-term need for cash sometime during 
first year—Necessary to provide sufficient cash: 
Exhibit D_- aisiation e 


Exnieir X 


(A) Sales: Sales are based in exhibit C on the estimated number of 
sets of 5-piece place settings the available labor could 
manufacture given the piece-rate schedules in exhibit XI 

Thus: 
(1) Labor available per exhibit V_------------ 
(2) Per exhibit XI the labor involved per set of 5-piece 
place setting ks cease camaeine 
(3) This amounts to (sets) ---------------< 9-90 


(4) 5O percent sales at open stock (see exhibit X3).-- 
(5) 50 percent sales in sets (see exhibit >. 08) 
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$6, 500 
31, 840 
35, 024 


500 
11, 136 
12, 250 


80, 000 
78, 348 
86, 183 


0 
$122, 067 
126, 474 


3, 800 
33, 000 
36, 300 


, 000 
000 
, 500 


oo Co bY 


46, 887 


$115, 960 


$587, 310 
470, 681 





ACE). ..nnncnsccarneaee Kee eeerRma 


1, 057, 991 
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EXHIBIT XI 


Direct costs on 5-piece place setting 
(A) Material costs:? 
pre OE ieee emi en SO Sees, ee ae 
ls tans hte arsed hmisbigioni= 
I Na castes Se aha rake tasiin tinchand bbe amps anes ~ 


RCT I i a, anette seceded Sista 


(B) Labor costs: 


10-inch dinner plate___._._..._.___-__-~- circa eines to gitbebih esas ok escent 
eee gush gmeimamenmitlaed ied apiabesdeAteinn 
i on ae mnlidinalie ei bree weeitie hen 
a a as el baie omen ewe. 
a Se ahs eisianc bas miarcinlancan dian mierks ee 
Total, per set... acne ag ae a a Nt aia ieee eae 


13 percent waste included. 
ExHipir XII 
Gross sales of sets of 5-piece place setting 


(A) Open stock prices: 


Company 
selling price 


10-inch dinner plate... -- $0. 834 | 
Soup plate _- -- : | 564 | 
6-inch dessert plate -- i | . 444 | 
Cup- sc | . 534 | 
io cinte i - 444 | 
ih 3 ies =) apace Lee 2. 820 | 

| 


$0. 262 
. 157 
.114 
. 132 
. 130 

. 195 


. 0588 
. 0468 
. 0468 
. O792 
. 0468 


. 2784 


Retail 
price 


$1.39 
.94 
74 
89 
.74 


4.70 


(B) When sold as complete sets there is an additional discount of 20 percent. 


(C) Returns and allowances estimated $0.0015. 


x 








